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Some Implications of Electronic 


Thinking Organisms 


Leoni Hurwicz 
Research Professor of Economics and Mathematical Statistics, 
University of Illinois 


PROBLEM that requires the computa- 
on of the square root of a number is 
ot likely to be considered exciting. A 
sk computing machine, though a 
andy gadget, holds little fascination 
x most of us. Yet there is an atmos- 
aere of excitement, almost mysticism, 
_ connection with the recent develop- 
ents in the field of high-speed elec- 
onic computing machines, of which 
ie ENIAC, with its 18,000 vacuum 
bes, is perhaps most widely known. 
These machines have made it pos- 
ble to solve mathematical problems 


* ENIAC is a contraction of the full title, 
ilectronic Numerical Integrator and Cal- 
lator.” The machines refered to in this 
ticle are of the digital type, to be dis- 
uguished from the analogue type. In the 
tter type of device — for example, a slide- 
le — the results are read off on a continu- 
is scale with a sharp limit to the possible 
aximum accuracy to be obtained at reason- 
le cost. In a digital device — for example, 
desk computing machine — the results are 
tained in terms of digits (that is, on a 
screte rather than on a continuous scale) 
d the potentialities of accuracy are almost 
limited. The vacuum tube, the basic ele- 
ent of an electronic digital computer, is 
alagous to the brain’s neuron in that it 
s only two states of a stable nature — 
n” and “off.” It is unlike an analogue 
vice in that small variations in the nature 
the environment or the aging processes 
= not likely to complete an unintentional 
9-over from “on” to “off,” or vice versa. 
is worth noting that not only all of the 
cimal digits but also the logarithmic oper- 
ons can be expressed in the “on” and 
ff’ language, that is, in the two symbols 
and 0 composing the binary system of 
mbers. See note at end of article. 


that were bound to be considered be- 
yond our means only a decade ago. 
Expense alone often made it necessary 
to put aside problems that would have 
taken an army of statisticians with the 
best hand-operated machines weeks to 
work out; almost every applied science 
abounds in such problems. 

Thus, in meteorology the prediction 
of future weather patterns, if it is to 
utilize what is known about the laws 
of physics governing the atmosphere, 
requires the numerical solution of cer- 
tain partial differential equations. Even 
with the use of the electronic machines 
operating at speeds of several hundred 
multiplications per second these com- 
putations run into hours; months would 
be necessary if traditional computing 
methods were to be used. 

Similar situations exist in the fields 
of economics and statistics. In attempt- 
ing, for instance, to estimate the pro- 
ductivities of various types of labor we 
face a dilemma that cannot be solved 
without high-speed computing equip- 
ment. On the one hand, to make the 
results meaningful, it may be necessary 
to work in terms of a rather detailed 
classification of different types of labor, 
as well as a great many other economic 
variables. On the other hand, to avoid 
certain types of statistical bias, one 
must not yield to the temptation of 
estimating various productivities and 
other coefficients one at a time. Thus 
we find ourselves saddled with a 
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tremendous computing task, which, 
mathematically, amounts to that of 
simultaneously solving a great many 
equations, often of the unpleasant non- 
linear variety, in a great many un- 
knowns. 

It is possible, of course, to simplify 
these problems for classroom purposes. 
Such simplification, however, is inad- 
missible if the results are to be of prac- 
tical value to businessmen or economic 
analysts. The realistic solution of some 
problems in this category might well 
require thousands of computer hours 
if only the traditional means of calcu- 
lation were used. Clearly, high-speed 
arithmetic computing machines are the 
great hope in this field. 

This brief note is not the appropriate 
place for multiplying examples of the 
urgent need in economics and elsewhere 
for the high-speed automatic comput- 
ing equipment. It seems more worth 
while to point out some of the features 
of designs of these machines that are 
perhaps more fascinating than their im- 
pressive performance and great poten- 
tial usefuiness. 

While it may be misleading in some 
respects to refer to the electronic digital 
computer as a “brain,” it is important 
to realize that such a machine per- 
forms not only the arithmetical func- 
tions of a desk calculator, but also the 
functions of the person who “operates” 
such a calculator. These functions range 
from “remembering,” or storing infor- 
mation (usually by means of writing 
down the results obtained), to “in- 
structing” the desk calculator (usually 
by means of pressing appropriate levers 
or buttons) what arithmetical opera- 
tions to perform and in what order. 
The fascination of an automatic com- 


puter is partly due to the fact that it 
performs various operations requiring: 
it to “think” logically. It may, for ex- 
ample, add or subtract numbers, de- 
pending on some property of those 
numbers which the machine itself must 
ascertain. Its ability to assume these 
functions gives it the character of an 
organism capable of a definite range 
of “intelligent” action. 

A potent source of interest in the 
automatic computers stems from the 
improved understanding of the nature 
of the human intellectual processes 
gained in analyzing the structure of 


these machines. 

Many of the problems that arise in 
designing the automatic machines are 
of a purely technical nature, for in- 
stance, that of designing an electronic 
tube that will serve as the “memory” 
element of the computer. To a large 
extent, however, the design of an auto- 
matic machine is a problem on the 
borderline of economics and the science 
of management and administration. 

One way to look at the automatic 
computer is to regard it as a “factory,” 
where both the raw materials and the 
output are in the nature of one or more 
pieces of information. Thus, in com. 
puting the square root of 2, the latte: 
number (with the instructions on wha’ 
we want to know) is the “input”; the 
result, 1.4... (to as many decimal places 
as may be desired), is the “output.” The 
output can vary in “quality” and tim: 
ing. Quality, for instance, may be 
thought of as the guaranteed accuracy 
of so many digits; timing, in simples 
form, as the total time to get the an 
swer. Often it may be necessary to trad 
accuracy for time, perhaps with a viev 
to getting the most accurate results pos 


sible in a given period of time. The 

"machine itself can be constructed so as 

to perform certain operations faster, or 

more slowly. Speeding up a given oper- 
ation, say multiplication, will, as a rule, 

“increase the cost of producing the ma- 

chine. Clearly, there is no point in 

speeding up an operation A to 1,000 

times the speed of operation B if both 
are essential, because then A would 

always have to wait for B. 

_ These considerations are strongly 
reminiscent of those arising in the eco- 
nomic theory of the firm — as well as 
in production and even personnel man- 

agement. The aspects that are espe- 

cially striking are those balancing dif- 
ferent types of advantages (accuracy, 
speed) against each other and against 
costs, as well as the technical problems 
imposed by the need for achieving the 

“optimal combinations” of the factors 

of production. 

The relationship of the problems en- 
countered in designing the machine to 
those of economics, management, and 
administration suggests ways of devel- 
oping these sciences on the basis of 
what has been learned in constructing 
the machines. Indeed, certain problems 
in the field of economic organization 
—for example, the optimal degree of 
decentralization—can well be analyzed 
by formulating them as problems of 
optimal arrangement of an informa- 
tion-processing system. 

One must not forget, however, that 
there are other aspects in organizing 
the joint efforts of human beings, such 
as their individual, and possibly con- 
flicting, ambitions. These introduce 
complications and problems of a type 
that do not arise in designing an auto- 
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matic computer. The scientific tools for 
treating such problems are just begin- 
ning to be developed; in particular, 
the theory of strategic games is pro- 
viding something of a framework for 
the required type of analysis. 

In other words, the problem of or- 
ganization of effort, where each of the 
component parts is so designed as to 
follow orders and make its own definite 
contribution to the total activity, is 
indeed a very special case. But even 
this special case has been, until re- 
cently, regarded as impossible to treat 
in a rigorously scientific manner. In 
the field of economics, especially, there 
still exists a deep split between those 
who emphasize the role of economic 
structure as an “organism” but have 
no adequate theory of it and those who 
feel that most problems can be analyzed 
in terms of the elasticities of demand 
or supply. 

These seemingly irreconcilable ap- 
proaches can and, one hopes, will be 
integrated when methods are developed 
for systematic causal analysis of “‘organ- 
isms” to clarify obscure aspects of their 
structure and behavior. Such methods 
are not far beyond their embryonic 
stage but are being developed in several 
fields, often seemingly unrelated: de- 
sign of computing machines, theory of 
communications, logical calculus, and 
biophysics. To the extent that various 
aspects of social organization resemble 
an “organism” with complex patterns 
of reactions to stimuli, and hierarchical 
or circular communication networks, 
the developments discussed here hold 
out a promise of a better and deeper 
understanding of what accounts for the 
observed social structure and its 


changes. They may alsa throw light on 
a great many specific problems in the 
area of economic planning, whether at 
the level of an individual firm or for 
the whole nation. 


Nore: In this brief discussion, it is im- 
possible to describe in detail how the digi- 
tal computing machines are built or how 
they work. The reader who wishes to ac- 
quire a better understanding must go to the 
literature, which is growing rapidly. Brief 
mention may be made of the following 
publications, some of which are original 
technical contributions, others primarily 
expository and popular. 

A brief popular treatment of the subject 
with some emphasis on the logical design 
of computing machines (including an ex- 
planation of the binary system) is to be 
found in L. N. Ridenour’s “Machine 
Brains” (Fortune, May, 1949). A com- 
paratively elementary exposition of some 
aspects of the structure of these machines, 
along with a highly useful bibliography, is 
contained in Giant Brains by E. C. Berke- 
ley (New York: Wiley, 1949). 

A rather detailed mathematical account, 
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not only of the machines, but of the com: 
putational techniques is D. R. Hartree’s 
Calculating Instruments and Machines 
(University of Illinois Press, 1949). 
Another basic work in the field is Cyber- 
netics by N. Wiener (New York: Wiley. 
1948), which deals with problems relatin; 
to the direction and control of the activi4 
ties of both machines and organisms anc 
brings out certain basic similarities of the 
two; this book is in part highly technical! 
but includes certain chapters that will be of 
interest to the more general reader. 

There is a close relationship between 
certain problems relating to automatic 
computing machines and those arising in 
connection with the transfer of informa- 
tion, that is, in the theory of communica- 
tion. Two papers approaching the problem 
from the latter viewpoint are those by 
C. E. Shannon and W. Weaver published 
under the title The Mathematical Theory 
of Communication (University of Illinois 
Press, 1949). Shannon’s paper is mathe- 
matical; Weaver’s is a more popular treat- 
ment. Together with certain chapters of 
Cybernetics, these papers deal with the 
basic concepts in this field. 


PART OF THE CASE for socialism rests 
on the possibility of coordinated eco- 
nomic planning of production and dis- 


‘the literature of British socialism one 
gets the impression that nationalization 


‘ning — are the important principles of 


“socialism.! This emphasis may partially 
explain the present segmented de- 


Planning an economy the size of 
Britain’s must have its basis in an or- 
' ganization; the task is much too large 
} for an individual. However, the organi- 
zation must have some of the attributes 
of human personality, such as_ the 
‘power of perception through the re- 
| search activities of its personnel, of 
“memory in its records, of reasoning in 
its many-sided analyses, and of design 
in working out the specifications of the 
_plan.* Planning in Labour Britain is 
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_ *Cf. George Bernard Shaw, Sidney Webb, 
Graham Wallas, Lord Olivier, William 
| Clarke, Annie Besant, and Hubert Bland, 
_ Fabian Essays (Jubilee ed., London: George 
Allen & Unwin, Ltd., 1948) ; Clement Attlee, 
The Labour Party in Perspective (London: 
Victor Gollancz, Ltd., 1937); Economic 
| Survey for 1947, Cmd., 7046; and Herbert 
| Morrison, “Economic Planning,” Public Ad- 
_ ministration, Vol. 25 (1947), 1. 

__ * Rexford G. Tugwell, “The Utility of the 
_ Future in the Present,” Public Administra- 
tion Review, Vol. 8 (1948), p. 56. 
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not so broadly conceived. In fact, the 
present Government has only slightly 
changed the traditional methods of de- 
partmental planning. 

As a measure for this experiment, the 
statement of Herbert Morrison may be 
taken as a standard. He divides plan- 
ning into five stages: (1) making the 
decision to plan; (2) assembling facts 
and forecasts to give a realistic founda- 
tion for planning; (3) devising alterna- 
tive plans and estimating the results 
of alternative actions; (4) making pol- 
icy; and (5) putting the plans into 
effect.* These five stages will.be used 
as a standard against which to measure 
Labour Government actions. 


The Decision to Plan 


When Labour was elected to power 
in 1945, the British Government had 
already had a long experience in eco- 
nomic planning. Prior to the war the 
major departments of government had 
some responsibility for planning; dur- 
ing the war these responsibilities were 
greatly increased and machinery was 
established for central staff coordina- 
tion. The Labour Party won the elec- 
tion in a period of crisis which has 
been well summarized by the Prime 
Minister, Mr. Attlee: 


We have to rebuild our physically bat- 
tered homes, our schools and our factories. 
We have to refill our shops and our homes 
which have been depleted of their reserves. 
We have to create an export trade on a 
greater scale than ever before. We have to 
fufill essential requirements abroad... . 
We have to play our part . . . in restoring 


5 Morrison, of. cit., p. 3. 


ag 


the shattered economy of other countries. 
. . . Our immediate problem is to try and 
allocate our limited resources of man- 
power, materials, finance and foreign ex- 
change so as to try and meet these claims 
as far as we can. Just as we had to plan in 
the war to secure the maximum impact 
against the enemy, so we have to plan in 
the transition, while shortages continue, in 
order to make the best use of supplies we 
have.’ 

Since the Labour members who par- 
ticipated in the war coalition Govern- 
ment had helped the economic organi- 
zation of the government to mature, 
there was little disposition to “rock the 
boat” in this period of crisis. To meet 
the problem of reconversion the key 
departments in the planning scheme 
were the Treasury, the Board of Trade, 
and the Ministry of Labour and 
National Service. If the election of 
1945 had any connection with the de- 
cision to have economic planning, it 
may be said to have ratified a process 
which had already long developed. 


Assembling Facts and Forecasts 


The traditional source of informa- 
tion on various phases of British eco- 
nomic life has been the departments 
of government concerned with particu- 
lar economic problems. During the war 
two new organizations, the Economic 
Section and the Central Statistical 
Office, were added as staff aids to 
Cabinet planning committees. Both 
these organizations are part of the 
Cabinet Offices. The Economic Section 
was described by Morrison as “not ex- 
ecutive” and not “administrative.” It 
consists of trained economists who 
make studies, at the request of the Gov- 


* Parliamentary Debates, House of Com- 
mons, 27 February, 1946, col. 1953. 
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ernment or of the departments, a 
certain specific economic problem 
The Central Statistical Office is r 
sponsible for the production and mai 
tenance of a body of statisticz 
information on economic condition 
and since the war this office has be 
responsible for the publication of tk 
Monthly Digest of Statistics.’ Sinc 
1947, the responsibility for collection « 
statistical information has been shar 
with the Board of Trade.® 


Devising Plans and Estimating Result 


As has been indicated, responsibilit 
for making plans and estimating resull 
has been largely a departmental matte 
During the war and until Septembe 
29, 1947, the responsibility for coord! 
nation on the Cabinet level rested witt 
the Lord President’s Committee. Th: 
committee was attended by ministes 
primarily concerned with home an 
economic affairs —in other words, a 
ministers except those who deal wit 
foreign affairs, and with colonial, cor 


° Published by His Majesty’s Stationer 
Office. The Civil Estimates 1948-1949, Cla: 
I, House of Commons Paper 68-I, autho: 
ized 26 positions and a budget of £23,72 
(almost $95,000. at the then existing ex 
change rates). The Economic Section ha 
15 positions and a budget of £15,876 (abou 
$64,000. ). 

° Sir Stafford Cripps complained in ear] 
1947 of the lack of good statistical inform: 
tion as a foundation for planning. He sai 
“There is one particular drawback . . . an 
that is the lack of statistical knowledge. . . 
The last relevant census of production w: 
taken twelve years ago... and we hay 
never had a census of distribution.” Parli 
mentary Debates, House of Commons, 1 
March, 1947, col. 968. In order to remec 
this defect the Government introduced tl 
Statistics of Trade Act, 1947, which passe 
and gave the Board of Trade power to mal 
a census of production, distribution, ar 
services. 10 & 11 Geo. VI, c. 39. 


\} monwealth, or defense matters. The 
‘iat Lord President’s Committee was aided 


i by a committee of civil service career 


i! experts from the economic depart- 
‘ig ments; this was called the Official 
int Steering Committee. This committee 
it) was the expert reflection of the minis- 
if terial committee responsible for making 
‘aj policy. It was the Official Steering 


‘mj Committee’s function to gather and 


it) assess economic intelligence, prepare 
| forecasts, frame economic plans, esti- 
| mate the results of alternative actions, 
Kes _and keep under review the administra- 
sii thon of plans once authorized. 
oli The Steering Committee was serv- 
my wced by the two staff agencies of the 
vig Cabinet Offices — the Economic Sec- 
“wy ton and the Central Statistical Office. 
{yt In order to carry out its duties the 
aided by 
| several working parties’ which it con- 
| sidered necessary for keeping it in- 
i) formed about developments. There 
4, were working parties for manpower, in- 
| vestment, and imports and exports. 
Material produced by these working 
a parties was put together in the form of 
‘trial balance sheets of manpower, 
jf mational income and expenditure, and 
“ Overseas payments and receipts. On the 
basis of these balance sheets, economic 
budgets were constructed and priorities 


if Steering Committee was 


* These working parties should not be con- 
| fused with the working parties appointed by 
| the Board of Trade to plan for the reorgani- 

zation of specific British industries. Cf. Par- 
| liamentary Debates, House of Commons, 15 
October, 1945, cols. 692-696. Working par- 
| ties with representatives from employers, 
ft labor, and the Board of Trade were ap- 
ul pointed in the cotton, pottery, furniture, 
“|| hosiery, and boots and shoes industries at 
this time. The purpose of these working 
“|| parties was to help the private sector of 
industry. 
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were established by the Government.® 

After a year and a half of Labour 
rule, the Government decided that the 
economic organization of the war was 
not completely adequate for peacetime 
planning. In the Economic Survey for 
1947° and the debate on that paper, 
it was suggested that the Government 
was going to add an interdepartmental 
planning staff. The new Central Plan- 
ning Staff was to give “effective direc- 
tion from the centre” for planning. On 
March 27, 1947, the Prime Minister 
announced the appointments of Sir 
Edwin Plowden” as Chief Planning 
Officer, and Sir Robert Sinclair’! as 
industrial consultant. At this time 
Attlee took the occasion to define the 
responsibility for planning and policy: 

The Chief Planning Officer will work 


directly under the Lord President and will 
have access to all ministers concerned with 


° Parliamentary Debates, House of Com- 
mons, 28 February, 1946, cols. 2129-2130; 
Morrison, of. cit., p. 6; and Sir John Ander- 
son, ‘““The Machinery of Government,” Pub- 
lic Administration, Vol. 24 (1946), pp. 141- 
142. 

°Cmd. 7046 (1947); for the debates on 
this paper see Parliamentary Debates, House 
of Commons, 10-12 March, 1947, cols. 964- 
1450. 

*” Plowden had experience in both govern- 
ment and private business. During a greater 
portion of the war he was in the Ministry 
of Aircraft Production and was Chief Execu- 
tive there from 1945 to 1946. He is a mem- 
ber of the board of directors of C. Tennant 
Sons & Co., Commercial Union Assurance 
Co., Ltd., and British Aluminum Co., Ltd. 
There was some comment on the fact that 
socialists were asking businessmen to do 
their planning. Plowden’s salary was £6,000 
a year. 

4 Sinclair is connected with the Imperial 
Tobacco Co. The Manchester Guardian 
Weekly (March 20, 1947), p. 8, reported 
that Sinclair, along with Sir Godfrey Ince, 
was being considered for the position of 
Chief Planning Officer. 


production matters. I should like here to 
make plain the scope and nature of the 
responsibilities of the Chief Planning Offi- 
cer and the extent of the contribution 
which planning can make to the solution 
of our economic difficulties. All decisions 
on planning policy will be made by the 
Cabinet and not by the Chief Planning 
Officer. Responsibility for these décisions 
must, of course, reside wholly with the 
Ministers. Further, it would of course be a 
mistake to assume that the present difficul- 
ties of under-production can be solved by 
planning alone. The function of planning 
is to enable decisions to be reached as to 
the best allocation of available manpower, 
materials, services, and manufacturing ca- 
pacity. Planning is in itself no substitute 
for the increased effort and _ efficiency 
which are essential to our national pros- 
perity.” 

The Central Planning Staff took over 
the functions of the Official Steering 
Committee, and the responsibilities of 
this new agency were reformulated to 
include the job of reconciling depart- 
mental differences, formulating plans 
for the future, and keeping track of 
how plans were working out. For these 
purposes the Government appropriated 
£37,932 (about $150,000.) for the 
fiscal year 1947-1948, and £35,811 for 
the fiscal years 1948-1949 and 1949- 
1950, for the work of the Central 
Planning Staff.*® 


Responsibility for Economic Policy 
According to English constitutional 


* Parliamentary Debates, House of Com- 
mons, 27 March, 1947, col. 1412. Emphasis 
supplied. 

“Supplementary Estimates, 1947-1948, 
House of Commons Paper 124: Civil Esti- 
mates, 1948-1949, Class I, House of Com- 
mons Paper 68-I; Civil Estimates, 1949- 
1950, Class I, House of Commons Paper 
77-1. 
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theory, the Government or the Cabine} 
is responsible for both policy and ad 
ministration. In practice this has beer 
somewhat modified and has been re: 
stated in terms of the Government? 
being responsible for both policy ane 
bad administrative blunders. In fact 
however, certain members of the Cabii 
net have specific responsibilities, anc 
the Cabinet is divided into committee 
in order to handle specific problem 
of policy. From 1940 until September 
1947, the Lord President’s Committee 
was responsible for general economic 
policy. Under the Labour Governmen} 
this responsibility was given to Herbert 
Morrison, who was Lord President o4 
Council. The Lord President’s Com: 
mittee had the staff aid of the Officia: 
Steering Committee, until it was re- 
placed by the Central Planning Sta 
in March, 1947, and of the Economic 
Section and the Central Statistica) 
Office. | 

The Government also sought advice 
from industry to help it in making 
economic planning policy. To forma- 
lize this consultation a suggestion was 
made in the debate on the Economic 
Survey for 1947 that the Government 
was thinking of creating an Economic 
Planning Board to consist of represen; 
tatives from industry and labor to help 
with economic policy. On July 7, 1947, 
Herbert Morrison announced the crea- 
tion of the Economic Planning Board 
under the chairmanship of Plowden; it 
was to consist of eight representatives 
of the Government, three nominees of 
the Federation of British Industries and 
the British Employers Confederation. 
and three representatives of the Trade: 


k 


any 


N 


| ll (The 
ai) under the Weimar Republic, and of a 


iis 


! if “Union Congress.'* Apparently the con- 
lal 


ve 


cept of the function of the Economic 
Planning Board was somewhat similar 
to those of the Reichswirtschaftsrat 
German Economic Council), 
ij similar body, the Conseil Economique 
7 "National, of the Third and Fourth Re- 


publics of France.® Similar confusion 


ae | arose over the purposes of the Eco- 
iti’ nomic Planning Board, and it is doubt- 
i iF finl that this agency has contributed 


- greatly to Government planning.*® 
i As indicated by Attlee, the final re- 


ul} sponsibility for planning and _ policy 
I rests with the Cabinet. In the last week 


* 


) of September, 1947, there was a con- 


“ Parliamentary Debates, House of -Com- 


<s 


4% mons, 7 July, 1947, cols. 1804-1810. The 
if membership was to consist of Plowden as 
| Chairman; representatives from the Central 
| Planning Staff: A. S. Le Maitre, H. T. 


i 


i) Weeks, and F. W. Smith; from the Board 
of Trade, Sir John Wood; from the Ministry 
of Labour and National Service, Permanent 

Secretary Sir Godfrey Ince; from the Min- 

@ istry of Supply, Permanent Secretary Sir 

Archibald Rowlands; from the Economic 

Section, Director R. L. Hall; nominations 


gif) the activities 
.,) Board is that it met 19 times between July 


iH from the F.B.I. and the B.E.C.: 


Sir William 
99 Coates, Sir Graham Cunningham, and W. R. 
Verdon Smith; and representatives from the 
T.U.C.: A. Naesmith, J. Tanner, and H. V. 


il ~=“Fewson. 


* For a brief exposition of the experience 
of these economic councils see Herman 


i] Finer, The Theory and Practice of Modern 
jh) Government 


(New York: 
1949), pp. 546-551. 

* As a matter of fact all that is known of 
of the Economic Planning 


Henry -Holt, 


7, 1947, and April 12, 1948, and that it 

did not cost the government any money. 

Parliamentary Debates, House of Commons, 

j 21 April, 1948, col. 46; and 28 June, 1949, 
col. 72. At different times the Government 
has been asked why there were no repre- 
sentatives from the fishing industry or Scot- 

-lJand on the Economic Planning Board. The 
answer has been that it is not a representa- 
tive body. 


CENTRAL PLANNING IN THE UNITED KINGDOM 


11 


siderable reconstruction of the Cabinet 
by Mr. Attlee. He asked for the resig- 
nation of Arthur Greenwood, Minister 
without Portfolio, appointed Sir Staf- 
ford Cripps to a new Ministry of Eco- 
nomic Affairs (constitutionally a Min- 
ister without Portfolio), and Mr. J. H. 
Wilson to the vacancy created by 
Cripps as President of the Board of 
Trade; Mr. Wilson was also put into 
the Cabinet to replace Greenwood. 
These changes in personnel were in- 
dicative of a change of responsibility 
for economic planning. 

Until this time general responsibility 
for home economic affairs had rested 
in the Lord President’s Committee, and 
overseas economic affairs had been 
handled by the Cabinet Committee on 
Overseas Economic Policy, headed by 
the Prime Minister. These two commit- 
tees were merged and reconstituted as 
a smaller policy committee, The Com- 
mittee of the Minister of Economic 
Affairs, under the nominal chairman- 
ship of the Prime Minister but under 
the actual control of Cripps. This 
shifted the responsibility for economic 
planning from the jurisdiction of 
Herbert Morrison, the Lord President 
of the Council, to Sir Stafford Cripps. 
The Minister of Economic Affairs 
would have the aid of the Cabinet 
Offices and have general supervisory 
power over the Board of Trade and 
the Ministries of Labour and National 
Service, Fuel and Power, Supply, and 
Transport."’ 

The only large segment of economic 
policy not subject to the control of 
Cripps was the fiscal policy of the 


Treasury under the Chancellor of the 


“Cf. The Economist (October 4, 1947), 
LON, 


Exchequer, Mr. Hugh Dalton. But 
unification of these logically interlock- 
ing responsibilities did not have to wait 
long; on the 13th of November, 1947, 
Mr. Dalton made an indiscreet com- 
ment which gave information concern- 
ing his budget to a reporter, when he 
was about to read the budget message 
before the House of Commons. This 
forced his resignation and Cripps was 
immediately appointed by Attlee to be 
Chancellor of the Exchequer. The 
Ministry of Economic Affairs was abol- 
ished, the Central Planning Staff was 
shifted to the jurisdiction of the Treas- 
ury (although it continued to have its 
offices in the same place as the other 
Cabinet Offices), and Douglas P. T. 
Jay was appointed Economic Secretary 
of the Treasury in order to help Cripps 
with his additional duties.*® 

The responsibility for economic plan- 
ning today rests, therefore, first with 
the Prime Minister and the Cabinet, 
although this may be considered nomi- 


* Fifth Report from the Select Committee 
on Estimates, ‘Colonial Development,’ 
House of Commons Paper, 181-I, testimony 
of Sir Edwin Plowden, February 17, 1948, 
pp. 74-76; Parliamentary Debates, House of 
Commons, 2 February, 1948, cols. 1466- 
1467. Mr. Jay has had considerable experi- 
ence as a newspaper man, has written two 
books, The Socialist Case (1937) and Who 
is to Pay for War and Peace (1941), and 
has had experience in government positions. 
He was Assistant Secretary to the Ministry 
of Supply, 1941-1943, Principal Assistant 
Secretary of the Board of Trade, 1943-1945, 
and Personal Assistant to the Prime Min- 
ister, 1945-1946. He was elected to Parlia- 
ment as a Labour member in a by-election 
in 1946. Following the election of February, 
1950, the position of Economic Secretary of 
the Treasury was abolished; Jay’s responsi- 
bilities devolved on Hugh Gaitskell who was 
appointed to the revived position of Minister 
of Economic Affairs. This post is not a 
Cabinet position. 
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nal. Actual economic planning is the 
responsibility of Sir Stafford Cripps 
and the Committee on Economic Af- 
fairs. Staff responsibility for economic 
planning lies with the Central Planning 
Staff, which has the help of the Eco. 
nomic Section and the Central Statisti- 
cal Office. Most planning continues t 
be done in the economic departments: 
with coordination from the center. Th 
Government has the advice of the Eco- 
nomic Planning Board but is itself re- 
sponsible for all decisions of policy. 


Functioning of Staff Planning | 
Organizations 


It is difficult to assess what the 
several staff organizations in the British 
government responsible for planning 
are doing, owing to the tradition of! 
secrecy which surrounds their activities,. 
activities for which only the Cabinet! 
is responsible to Parliament.'® The: 
Government has announced that it} 
does not intend to make a report on) 
the activities of the Central Planning 
Staff;?° fortunately, the activities of 
this organization have been brought 
into public view through an investiga- 
tion by the Select Committee on Esti- 
mates in its 1948 study of colonial de- 
velopment.** 

* Parliamentary Debates, House of Com- 
mons, 28 February, 1946, cols. 2129 f. Her- 
bert Morrison said he could not take the 
honorable Members of Parliament “too far 
into the secrets of the Cabinet organisation. 
. . . The Cabinet is responsible for the acts 
of Government, just as the Ministers are 
directly responsible to the House. How the 
Cabinet does its business, and to what extent 
it delegates certain things to Cabinet com- 
mittees is . .. the Cabinet’s business be- 
cause it accepts the responsibility.” 

* Parliamentary Debates, House of Com- 


mons, 23 September, 1948, col. 136. 


* “Colonial Development,” loc. cit., pp. 
7 oGtte 
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The hearings before this committee 


‘give a brief sketch of the type of work 
that is accomplished by the Central 
Planning Staff. Sir Edwin Plowden 


testified that the Central Planning Staff 
had fairly effective control over eco- 


nomic planning,” although its power 
| rested on the prior position of Sir Staf- 


ford Cripps in economic matters.?? 
Plowden repeatedly stated that his 
functions were advisory rather than 


executive; for this reason he felt it 


wise to keep his staff small in order 
that the departments would not feel 
that the Central Planning Staff was a 
competitor.”* 

Plowden describes how the Central 


_ Planning Staff helped the departments 
_ in revising their capital investment pro- 


grams downward during the crisis in 
1947: 


As the Committee will remember, some 
time in the autumn there was a White 
Paper published on the capital investment 
programme, which showed the Govern- 
ment decisions on the extent to which the 
investment programme of this country 
should be cut down so as to free resources 
for the export trade. That was done in 
part under my aegis and that of my staff. 
We went through all the programmes of 
the different Departments and arrived at, 
as far as one could do so, reduced pro- 
grammes. Now, together with interested 
Departments, particularly the Colonial 
Office, we are setting out to do something 
similar in the Colonial Empire. The Chan- 
cellor of the Exchequer announced some 
little time ago that colonial development 
had been brought within the aegis of the 
Planning staff. We are dealing with that, 
and our object is to relate the demands 


| of the Colonial Empire to the demands of 


a Lbid- ap. 7. 
* Tbid., pp. 76 f. and 82. 
* Thid., pp. 75 and 87. 
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home investments and to the demands of 
the export trade.” 

The result of the work of the planning 
staff in revising the capital investment 
programs downward was recorded in 
Capital Investment for 1948.26 

The extent to which the Central 
Planning Staff is responsible for the 
enforcement of Government policy is 
indicated by additional testimony of 
Plowden. While the separate depart- 
ments are responsible for a large share 
of the planning and of finding the 
means for carrying out the plans, the 
final responsibility rests with Cripps. 
The Central Planning Staff acts as his 
agent in this respect. This is indicated 
in one specific instance given by Plow- 
den which involved the Ministry of 
Supply, the Ministry of Transport, the 
Ministry of Food, and the Colonial 
Office. It involved the allocation of 
steel to the Ministry of Transport and 
the Ministry of Supply for the produc- 
tion of railway cars, locomotives, and 
boilers for domestic and export uses. 
This meant that the Materials Com- 
mittee of the Cabinet also had some re- 
sponsibility in the matter, and one of 
Plowden’s duties is to advise its chair- 
man. The problem was to get 100 rail- 
way cars quickly to one of the colonies, 
where a bottleneck due to lack of trans- 
port facilities was holding up the ship- 
ment of food to England. Plowden 
said: 

There is a demand for railway equip- 
ment by the home Railways, by the colo- 
nial Railways and by the railways overseas; 
for instance, the Argentine Railways. We 


do attempt to advise the interested De- 
partments — in this case it is the Ministry 


of Supply — on how the capacity shall be 


5 Ibid., p. 76. 
 Cmd. 7268 (1947). 
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divided between the demands, and as a 
result materials allocations are made to 
conform. Materials allocations are made 
to the Ministry of Transport for the home 
railways and to the Ministry of Supply 
for the overseas railways; that overseas ex- 
port of equipment covers both the colonial 
railways and the foreign railways. 

.... Steel would be allocated to the 
Ministry of Transport for the home rail- 
ways programme. Take wagons for in- 
stance: 48,000 wagons are to be built in 
1948 for the home railways. Steel will be 
all allocated to the Ministry of Supply who 
will, within that global allocation, have a 
certain proportion which is allocated to 
wagon builders for export, which covers 
both export to the colonies and to the rest 
of the world. Then that proportion — say 
it be 10,000 wagons — will be divided be- 
tween the colonies and the rest of the 
world.” 


When the question arose concerning 
the reallocation of the 100-railway cars 
to the colonies, Plowden indicated that 
the change was made by a member of 
the Central Planning Staff. This mem- 
ber went to the Ministry of Supply, 


. after talking to the Ministry of Food 
and the Colonial Office, who were both in- 
terested in this particular matter, and, 
together with them, worked out a re- 
arrangement of the railway programme to 
get the wagons on to that railway quicker 
than would have otherwise have been the 
case. 


Plowden was asked whether the Co- 
lonial Office had come to the Central 
Planning Staff because they had previ- 
ously failed to get satisfaction by direct 
contact with the Ministry of Supply. 
He indicated, 

This is a difficult question to answer. I 
can only guess at the answer. I should 


think they came to us because being at the 
centre one can very often do things more 


*“Colonial Development,” loc. cit., pp. 


76-77. 


easily than people who are not at the 
centre. 

Plowden’s answer to the question as to 
whether every small change in pro- 
gramme was subject to his jurisdiction 
was, 

This would be a re-arrangement of pro- 
gramme. I would hope that they would not 
come to me over everything that went 
wrong. . . . They would normally settle it! 
with the Ministry of Supply, but this did! 
require a re-arrangement of programmes... 
In addition to the railway wagons there: 
were 20 boilers and 25 locomotives.™ 

As has been stated before, the Cen-; 
tral Planning Staff works in collaborat | 
tion with the Cabinet Offices, such as) 
the Economic Section and the Central 
Statistical Office. Both the Planning’ 
Staff and the Economic Section col-. 
laborate with the departments in de- 
veloping the annual plans incorporated | 
in the Economic Surveys;?? they all 
were responsible for the White Paper 
on Capital Investment in 1948,°° and 
the Four Year Plan.** Some indication 
of Plowden’s important position is 
given by the fact that in early March, 
1949, he went to Paris with Sir Staf-_ 
ford Cripps to discuss with Maurice 
Petsche, French Minister of Finance, 
the coordination of Anglo-French re- 
covery. 

Although the Labour Government 
has tended to centralize some of the re- 
sponsibility for planning and economic 
policy in the Treasury, it is clear that 


+ Tbids, ps 82: 

*® Economic Survey for 1948, Cmd. 7344 
(1948); and Economic Survey for 1949, 
Cmd. 7647 (1949); the Economic Survey 
for 1947, Cmd. 7046 (1947), was drawn up 
before the creation of the Central Planning 
Staff. 

*° Cmd. 7268 (1947). 

™ European Cooperation, 
(1948). 
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ment. It would seem that the Central 


Planning Staff acts more as a concili- 
ator of differences between depart- 
_ ments both in the formulation of plans 
_and in their execution than as the long- 
term planning agency which was orig- 
_ inally intended. 


Conclusions 


4 In the development of planning, 


tional practice of “muddling through.” 
_ For a year and a half the Labour Gov- 
ernment kept the wartime planning 


organization intact. Since that time 
there have been a few minor adjust- 


"ments to enable more centralized over- 


sight. Under the present system, politi- 
cal responsibility for economic policy 
lies with the Cabinet, which in turn 
delegates some of its policy-making 
power — but not its responsibility. Gen- 
eral power over economic policy is ex- 
ercised by the Chancellor of the 
Exchequer, who is aided chiefly by the 
Central Planning Staff. The functions 
of this agency are (1) coordination of 
departmental planning, (2) helping to 
staff Cabinet planning committees, and 
(3) helping to enforce Government 
economic policy. Thus the steps out- 
lined by Mr. Morrison are not carried 
on by one organization, but by many 
groups representing many interests. 
With this type of planning there is an 
emphasis on project planning; there is 
an attempt to coordinate diverse proj- 
ects; but there is no single-purpose 
super-planning organization such as is 
envisioned in orthodox socialist theory. 


Inflation and Common Stock Prices* 


GrorcE W. CoLEMAN 
Economist, Mississippi Valley Trust Company, St. Louis 


SPECTACULAR CHANGES in general price 
levels affect the economies of the coun- 
tries undergoing them in many ways. 
Not only is the relative position of 
debtor and creditor affected, but also 
the desirability of holding or not hold- 
ing funds in cash. It is understandable 
that in such periods the public en- 
deavors to escape the unfavorable con- 
sequences of price changes and to take 
advantage of them, if possible. If prices 
are increasing, it means that the “real” 
value of money, i.e., purchasing power, 
is decreasing. Consequently, it would 
be desirable to purchase’ commodities 
or securities which would rise in price 
as rapidly as the general price level 
rises. In this manner, the “real” value 
of money would be preserved. Obvi- 
ously, if a commodity could be pur- 
chased which would rise in price even 
more rapidly than the general price 
level rises, the “real” value of the money 
invested would be enhanced. In periods 
of declining prices, the “real” value of 
money is enhanced simply by holding it 
in the form of cash. It would be even 
more advantageous to buy a commodity 
or security which would rise in price 
while prices generally were falling. This 
is, of course, a traditional analysis of 
the manner in which it is possible to 
“hedge” against changes in price. 

One of the most popular beliefs is that 
it is desirable in periods of rising prices 
to invest in common stocks. The com- 
mon-stock holder is entitled to share 


* The statistical data were prepared by 
Mr. Richard Muth. 


the profits of the corporation, and his in+ 
vestment is represented by the plant: 
equipment, and inventory of the business 
enterprise. Since it is argued that both 
the profits and the money value of the 
assets of the business enterprise will ris 
in periods of inflation, the purchase of. 
common stock has frequently been ad- 
vocated as a “hedge” against inflation. 
While the price of common stocks 
might .rise with a rise in the general. 
price level, it is possible that certain 
factors may intervene to cause common 
stock prices to respond in a manner! 
other than the one outlined in the pre-- 
ceding paragraph. | 
In the first place, even though the: 
general level of prices may be rising, 
not all prices advance at the same rate 
or by the same amount. Some rise 
more than the average; some rise less. 
The profit margins of those industries 
whose prices rise less rapidly than the 
average are generally affected unfavor- 
ably and, consequently, the earnings of 
such companies might actually decline 
in periods of inflation; the prices of 
common stocks of such companies 
would, as a result, probably decline. 
Costs, especially labor costs, are an- 
other factor which must be considered 
in determining whether or not common 
stock prices would keep pace with the 
increase in the general price level. In 
past periods, labor costs probably did 
not rise so rapidly as the price level. 
This meant that profit margins would 
tend to be increased. Labor is now 
more effectively organized, and it is 
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able to exert its power to secure wage 
concessions. Labor costs are likely to be 
adjusted upward more rapidly than 
they were in periods when labor was 
not so highly organized. 


Taxes are a third factor which would 
tend to influence the level of common 


stock prices. If, for example, the cor- 
_ porate income tax were raised to 100 
percent, one incentive for rising share 
prices in periods of inflation would be 
removed. It should also be noted that 
regulations governing the extension of 


credit to the stock market would like- 
wise influence the trend of share prices. 

In periods of extreme inflation, the 
managers of a business enterprise may 
decide to invest the profits in new plant 
and equipment in order to preserve the 
“real” value of the capital of the en- 
terprise. Dividends might, as a result, 
be held to low levels. To the extent to 
which share prices are influenced by 
yields, this policy would tend to restrain 
the advance of share prices. 

In the past thirteen years, the econ- 
omies of the various countries of the 
world have been undergoing various 
degrees of inflation. Although no coun- 
try has experienced so drastic an infla- 
tion as that which occurred in Germany 
in 1920-1923, relatively severe inflations 
have taken place in many countries. It 
might prove interesting to compare the 
actual experiences of these countries 
with the theory of inflation and _ its 
modification as outlined briefly in the 
preceding paragraphs. The data, of 
course, yield no complete conclusions 
concerning the validity of the various 
theories about inflation, nor do they 
provide guides for “hedging” against it. 

The data upon which the statistical 
tabulations for this article are based were 
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taken from the monthly publications of 
the United Nations and the Internation- 
al Monetary Fund. These organizations, 
in turn, gather their information from 
official and semiofficial sources. Obvi- 
ously, the data are subject to many 
criticisms. In some cases the coverage is 
not complete, and in others the statisti- 
cal techniques are not the best that could 
have been employed. The cost-of-living 
indexes have been used to reflect the de- 
grees of inflation within the countries. 
The index of wholesale prices might 
have been employed, but the cost-of- 
living figures were chosen because they 
probably reflect the increase in prices 
which the general public desires to off- 
set through “hedging” operations. 
Since the wholesale price indexes for 
most of these countries have risen more 
than the cost-of-living indexes, any con- 
clusions reached by employing the lat- 
ter would apply with even greater force to 
the wholesale price figures. It should also 
be remembered that because quality de- 
teriorated, and because “black market” 
prices were above “official” prices, actual 
increases in the cost of living for the 
various countries were probably some- 
what greater than the official indexes 
show. The securities included in the in- 
dexes of share prices vary from country 
to country. In general, the common 
stocks included in the indexes are those 
of industrial companies; however, be- 
cause of differences in composition, the 
indexes are not strictly comparable. 
Data for twenty countries have been 
tabulated, and the accompanying table 
shows a comparison of changes in the 
annual averages for two years — 1937 
and 1948. (In some cases 1938 figures 
were used.) The year 1937 was selected 
primarily because statistics are avail- 
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COMPARATIVE PERCENTAGE CHANGES IN THE COST OF LIVING 
AND SHARE PRICES AS SHOWN BY ANNUAL AVERAGES, 1937-1948 
Ratio of rise in 
Percentage increase in share prices to 
rise in cost ~ 
of living 
Cost of living Share prices (1937 =100) 

Sok, te ote eee 8,540 110 0.01 
ae PMSA ee Meck es 4,740 1,624 0.34 
ani 6 PA Actes cnet 2 Ba eRe etal eae ae 15555 1,072 0.69 
Gcinleani'd te e n9) os anterior ons 715 103 0.14 
(Ci Sake ta CD eee ie cae sie ee ceo 346 942 B/D 
[Bel ouuitint direc eae ae rar ate 289° 29 0.10 
ESTISURT AGN pak ir eRe aA nrc ats eee ae 207 263 42% 
Colombians eee <i eee 185 33 0.18 
INGE EL LAINGS <p at ee ee cera Ts ear 110 105 0.95 
INGESTING, © oih 0 owe qo-ed Gln e abo Boo an Ol 105 625 5.95 
relanicltony. Ass Sane. corso RES eed eee 86 42 0.49 
Wmited Kingdom.ce , asec. ae» steele ete 74 18 0.24 
Demin aris = srieacn Sey ct ts ice Se ee Oe 69 32 0.46 
WWnrteaiStatesa.. ie ne fee canes cei oes 67 11 0.16 
Siviltz Oram Clc-esachow ves a) it. ut pruwela tie ane eee 64 45 0.70 
EN OTA VA Mate wos ae Du EnOD ere a face 64 42 0.66 
SRS KS Woe un ative eS aera eS MUN Y= 9 TE ele Sil 31 0.54 
(CRIS Ye Re ernie Met eyN rks Lnnele rene oe. a4 53 —6 —0.11 
PNUSt RAL alae hele hla ees Atos Ghee ete ee 48 69 1.44 
INGWeZGalandlc css ieee net aint | pera 35 33 0.94 


Source: Compiled from data in International Financial Statistics, February, 1950. 
* Cost of living, 1938 to 1948; share prices, December, 1938, to 1948. 
> Retail prices of food, 1938 to 1948; share prices, December 31, 1938, to 1948. 


° Retail prices. 


4 Retail prices, 1938 to 1948; share prices, March, 1938, to 1948. 


able for many countries since that time. 
Industrial activity and trade were at 
high levels in that year. For the termi- 
nal year, 1948 was selected because in 
that year the postwar inflationary spiral 
ended in most ef the countries. The 
median, rather than the average, has 
been employed as a statistical device to 
reflect general changes, because in some 
countries the percentage changes were 
so great that the average would pro- 
duce a distorted figure. The median is 
the middle figure when a number of 
figures are ranked in ascending order. 
(In this case, since the number of 
countries is even, the median is the 


average of the two middle figures.) 
Detailed figures for all twenty coun- 
tries are shown in the table. It will be 
noted that the increase in the cost of 
living varied from 8,540 percent of 
1937 in Japan to 35 percent in New 
Zealand. The median figure was 95 
percent. The indexes of share prices 
ranged from a rise of 1,624 percent of 
the 1937 figure in Italy to a decline of 
6 percent in Canada. The median in- 
crease in share prices was 44 percent. 
Conclusions from these data cannot 
be drawn with any precision, but it 
should be noted that in only four of 
the countries — Argentina, Chile, Aus- 


tralia, and Austria — did the price of 
shares rise more percentagewise than 
the cost of living. In two other coun- 
tries — the Netherlands and New Zea- 
land — the rise in the price of shares 
almost offset the increase in the cost of 
living. In the rest of the countries, how- 
ever, the rise was not significant. In one 
“country — Canada — share prices de- 
_ clined while the cost of living rose dur- 
ing the period. 

- The following tabulation ranks the 
- countries by the amount of the increase 
in the cost of living which was offset by 
an increase in share prices: 


Pats. 


Ratio of share price rise 


= Country to rise in cost of living, 
Ie 1937 to 1948 
ie / NERS MENTE, pA Olea DEoo 
oa (Ghilehee tee Dee, 
FAISUT AIAN eer iets o 5 1.44 
NTS titicig ens ears ae P27 
Netherlands....... 0.95 
iNew Zealandae «as 0.94 
Switzerland ....... 0.70 
Hranc ety cinta: 0.69 
INorway. «42 -s.ses5 0.66 
SW.ed Clase seue ss 0.54 
eelamdisec, «ata suse 0.49 
DWenmankee ree cl 0.46 
Z tale ate cis 0.34 
United Kingdom... 0.24 
Golombiapames oF 0.18 
United States..... co WAG 
Ranlandte seas. 28 0.14 
Belews se a: 0.10 
Napatrers Peto n eat 0.01 
Ganado hice ie —0.11 


When the countries studied are 
grouped geographically, no clear-cut 
pattern appears and even the countries 
of the British Commonwealth of na- 
tions do not show a common pattern. 
According to the theoretical analysis 
outlined earlier, the increase in share 
prices might be expected to offset more 
of the increase in the cost of living as 
the latter rises. Actually, there is appar- 
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ently a slight tendency observable in 
the figures cited for a greater propor- 
tion of the increase in the cost of living 
to be offset by an increase in share 
prices in those countries in which the 
cost of living increased the least. 

The experience of the United States 
in the period 1937-1949 shows again 
the impossibility of forecasting the 
trend of stock prices on the basis of 
cost-of-living figures. In 1937 stock 
prices declined, while the cost of living 
remained relatively stationary. After a 
slight decline in 1938, the “cost of liv- 
ing” index of the Bureau of Labor Sta- 
tistics rose steadily to a peak in 1948. 
Stock prices, on the other hand, after 
a slight rise in 1938 declined from 1939 
to 1942" From S1942 \to1946, stock 
prices rose somewhat more rapidly than 
the cost of living. In 1946 they declined 
sharply, whereas the cost of living rose 
abruptly after the end of price control. 
Currently, stock prices have risen as the 
result of investment demand and infla- 
tion fears, although the cost-of-living 
index is declining slightly. 

Inflation does not follow any clear 
pattern, and the response of share prices 
shows no uniformity. Closer correlations 
might appear if specific prices for con- 
sumers’ goods and specific share prices 
were compared, but no clear-cut pat- 
tern would emerge that would be appli- 
cable from country to country. This is 
true because the industrial importance 
of commodities varies among the coun- 
tries. Perhaps the only conclusion that 
can be reached from the data presented 
in this article is that, at least in recent 
inflations, there is no consistent rela- 
tionship between increases in the cost 
of living and advances in the price 
indexes of industrial shares. 


The Services of Public Accounting 
R. K. MautTz 


Associate Professor of Accountancy, University of Illinois 


PUBLIC ACCOUNTING, like various other 
service agencies, has evolved to facili- 
tate the functioning of our enterprise 
economy. Its success and present. stage 
of development are built upon a sound 
foundation, long in the building, of es- 
sential service satisfactorily performed. 

Public accounting developed and 
grew on its merits alone. Not until the 
Securities Act of 1933 and. the Securi- 
ties and Exchange Act of 1934, by 
which time the profession was well es- 
tablished, did there exist in this country 
any legal requirement calling for the 
services of a certified public accountant. 
And the requirement in those acts for 
independent examination of the state- 
ments of listed companies by public ac- 
countants was more in the nature of an 
official recognition of an already exist- 
ing practice than an introduction of a 
new procedure. 

A public accountant is an independ- 
ent professional person who holds him- 
self out as an expert in accounting 
procedure and practice. Subject only to 
the qualification that he be permitted 
freedom of action to accomplish desired 
objectives by such means as he’ deems 
suitable, and to reject practices and 
proposals he considers unsound, he 
holds himself ready to accept any legi- 
timate assignment related to the design, 
installation, maintenance, or review of 
accounting records, or the collection, 
presentation, and interpretation of fi- 
nancial data. 

This description of his duties is at 


once too broad and too indefinite to be 
useful in a discussion of this nature. 
Within this broad area of service, a 
public accountant serves in two quite 
distinct capacities. First, he functions 


p 


as a facilitating factor in the money’ 
market; second, he acts as an adviser’ 
or counselor to management in certain | 
specialized problem areas. Perhaps a. 
study of each of these functions or areas” 
of service individually will result in a_ 
better understanding of the role of pub-_ 
lic accounting in our present economy. | 


Facilitating the Flow of Funds 
in the Money Market 


Probably very few people think of 
public accounting as an essential step 
in the flow of credit within our business 
economy. Yet that is precisely the role 
which the Securities and Exchange 
Commission capitalized upon by requir- 
ing that all listed companies submit to 
periodic examination of their financial 
statements and present with their state- 
ments reports by independent certified 
public accountants. 

In its present stage of development 
our American enterprise economy relies 
to a considerable extent upon account- 
ing data as a basis for decisions involv- 
ing the allocation of available funds 
among various enterprise units. 
Whether the source of funds is a finan- 
cial institution of some type, an indi- 
vidual investor, a government agency, 
or another business enterprise, it is cus- 
tomary for the prospective investor to 
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call for and obtain certain financial 
data from any enterprise requesting ad- 
‘ditional funds. Based upon the data 
‘supplied, and of course other considera- 
tions, the prospective credit grantor 
then decides to advance or withhold 
funds as the case may be. 

¢ Not only do prospective investors re- 
~ quire information, but they must have 


/ BS dependable information. Under certain 


_ conditions, accounting data could be 
-anything but dependable, and without 
some assurance that the data reported 


are reliable financial statements should 


be used with considerable caution. 
Accounting data are first gathered by 
internal accounting departments staffed 
_ by company employees. These data are 
then made available for use outside the 
enterprise through financial statements 
issued by the management. Possibilities 
of errors in such reports range all the 
way from those made out of ignorance 
of accepted accounting principles or 
carelessness on the part of accounting 
department employees to those result- 
ing from bias, intentional or uninten- 
tional, on the part of top management. 
Because financial data are subject to 
error, the need for verification of finan- 
cial statements is apparent. To obtain 
a proper flow of credit into new and 
expanding enterprise, reliable informa- 
tion is required by those who extend 
credit. And because accounting data 
are internally prepared and _ issued, 
credit grantors require some independ- 
ent assurance that the figures are reli- 
able and presented fairly. Top manage- 
ment itself wants such assurance in 
working out policy on the basis of 
audited reports. 
Independent public 


combine expertness in 


accountants 


the field of 
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verification of financial data with an 
independent professional position. Al- 
though retained and paid by a business 
enterprise, they review its financial 
statements and the underlying records 
and properties with great independence 
of mind. Their examination is con- 
ducted by such methods and to such 
an extent as they consider necessary to 
permit them, as professional auditors, 
to give an informed opinion on the 
validity and fairness of financial state- 
ments. Once a reputable independent 
public accountant has expressed his 
opinion that a concern’s financial state- 
ments “present fairly the financial con- 
dition and the results of operation in 
accordance with generally accepted 
principles of accounting,” one who 
reads the statements and the auditor’s 
opinion knows that those statements 
have been subjected to a searching 
examination conducted by a staff of 
independent experts. 

The relationship of the independent 
auditor and his client is a peculiar and 
interesting one. First of all, the engage- 
ment must be initiated by the client 
company. Professional ethics forbids the 
public accountant to advertise or other- 
wise bid for employment. Once ar- 
rangements for the examination have 
been made, the accountant expects and 
enjoys complete freedom of operation 
in selecting the methods of verification 
he will use and the extent to which they 
are to be employed. Any restriction 
imposed by the client on what the ac- 
countant considers his professional dis- 
cretion will be disclosed in the opinion 
given by the auditor describing his 
examination and findings. If such re- 
strictions become so onerous as to be 
incompatible with his professional inde- 


pendence, he will withdraw from the 
engagement. Finally, and unique in 
the field of professional activity, is the 
fact that although the independent 
auditor is employed and compensated 
by his client, he has important respon- 
sibilities to unknown third parties who 
rely upon his opinion as to the fairness 
of his client’s statements. In those not 
infrequent cases in which the interests 
of third party statement readers run 
counter to the interests of the client, a 
high degree of impartiality is required 
on the part of the auditor. 

But more important than the obliga- 
tions imposed upon him by law is the 
far more practical necessity of main- 
taining his professional reputation for 
integrity and dependability. In a very 
real way, an independent public ac- 
countant has little to offer as an auditor 
except the strength which his signature 
lends to the financial statements he 
has examined. Any reflection upon his 
independence or integrity immediately 
lessens the willingness of financial insti- 
tutions to rely upon his opinion. This in 
turn decreases the usefulness of his ex- 
amination to present and prospective 
clients. It can be said with little fear of 
contradiction that an independent pub- 
lic accountant’s reputation for inde- 
pendence, integrity, and reliability is 
his most valued and jealously guarded 
Possession. 

It is because he values his reputation 
so highly that an independent account- 
ant refrains from any action which 
might be interpreted as an attempt to 
avoid his professional responsibilities. 
Organization and operation as a cor- 
poration would give individual prac- 
titioners or members of accounting 
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firms a considerable degree of personal 
protection against loss through litiga- 
tion. However, because it is felt that 
any attempt to seek protection behin 
the limited liability feature of the cor- 
porate organization would reflect upon 
their integrity and status as professional 
practitioners, independent public ac-4 
countants, with very rare exceptions,, 
organize and operate as unincorporated | 
firms. Individual practitioners and the: 
American Institute of Accountants alike: 
regard a high degree of skill and in- 
tegrity as more valuable protection to_ 
their professional standing than any 
device for obtaining limited liability. — 


Counselor to Management 


Public accountants themselves would 
be the first to disclaim any characteri- 
zation as general experts in business 
matters. Yet the training and experi- 
ence of an independent accountant do 
qualify him to attack and help solve 
some of the most difficult problems of 
business management. Public account- 
ants are highly skilled in the collection, 
verification, and interpretation of finan- 
cial data and in matters of accounting 
organization and control. Any problem, 
then, which involves the procurement 
and use of data pertaining to opera- 
tions or financial condition is, in a 
sense, an accounting problem. Further, 
because the accountant’s work takes 
him into many different companies 
with varied problems and practices, he 
obtains a breadth of experience and a 
point of view of great benefit in the 
solution of specific problems. 

To be more specific, a public ac- 
countant may be a qualified expert in 
the following: 


- 
4 


(1) The development and installa- 
tion of accounting systems and 
methods of internal control. 
The investigation of matters re- 
quiring the collection and or- 
ganization of specific financial 
information. 

The preparation of budgets and 
forecasts. 

The preparation of income tax 
returns and interpretation of the 
tax implications in business 
transactions. 


(2) 


It should be pointed out that in his 
capacity as an adviser to management, 


-a public accountant has no need to 
“maintain a position of independence. 
“Only when his opinion on financial 


oa 
a 
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data is offered as assurance to third 
parties must the public accountant in- 
sist upon complete independence. When 
he is working with management on 
other problems, the only party at inter- 
est is the client, and the client’s wishes 
and needs become paramount. 

Each of the four headings shown 
includes a considerable variety of mat- 
ters in which a competent accountant 
can be of great assistance to manage- 
ment. A brief consideration of some 
of these may help to indicate the 
services which enterprise management 
always has available to be called for 
as needed. 


Accounting systems. Included here 
are assignments ranging from the de- 
sign and installation of a complete 
accounting system, utilizing the latest 
developments in machine methods, to 
a review of the control and recording 
of petty cash transactions. Many ac- 
counting systems, well designed and 
properly installed, have been outgrown 
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by expanding operations or rendered 
obsolete by variations in activity. A 
review of present accounting proce- 
dures may point out important im- 
provements which can be readily and 
economically incorporated into the 
present procedures. Without an ade-. 
quate accounting system, reports may 
be late and unreliable; information 
useful to managerial decisions may 
never be made available at all; and 
checks upon the work of one employee 
by another, essential to safeguard the 
company properties from waste, loss, 
or embezzlement, may be omitted. 

An efficiently functioning system pro- 
vides management with a wealth of 
useful, up-to-date information on such 
vital matters as inventory quantities, 
unit and operation costs, increases or 
decreases in various operating expenses, 
cash requirements and resources, in- 
surance in effect compared with prop- 
erty and inventory values, discounts 
available and lost, the age and col- 
lectibility of receivables, and the need 
for financial provision for fixed-prop- 
erty replacements. Management may 
be able to operate successfully without 
such information but, other things be- 
ing equal, a well-informed management 
is in a far better position to meet the 
tests of our competitive enterprise sys- 
tem. A study by competent independent 
public accountants of the accounting 
procedures and reports now in use may 
result in the provision of additional 
pertinent, timely information helpful 
in controlling and directing the enter- 
prise. 

Investigations. During the life of al- 
most any enterprise, situations will arise 
in which information not regularly re- 
quired or provided by the system in use 
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becomes essential. Perhaps a proposal 
to mechanize a given department re- 
quires that comparative costs under the 
present and proposed conditions be 
studied. Perhaps a fire loss requires that 
a claim be prepared under either prop- 
erty or use-and-occupancy insurance 
coverage, or both. A rate case or a wage 
negotiation problem may require the 
accumulation of suitable evidential 
data. Proposed changes in product, ex- 
pansion of operations, or refinancing 
may call for the compilation of infor- 
mation essential to proper decisions. 
Whatever the problem may be, if it 
has to do with the accumulation and 
presentation of financial data, it is an 
accounting problem for which an inde- 
pendent public accountant is especially 
qualified. When the need for such in- 
vestigations taxes the capacity of the 
accounting department, adequate talent 
and manpower are available in the per- 
sons of professional public accountants. 


Budget preparation. Business budgets 
are no longer strange or unusual. They 
have become an accepted tool of man- 
agerial control, widely used and relied 
upon. Yet there are many small and 
medium-sized businesses which con- 
tinue to operate without a budget of 
any kind, because they are either un- 
aware of the possibilities or unable to 
prepare an adequate forecast with their 
present staff organization. Again com- 
petent assistance is readily available 
for the accomplishment of this task. 
Whether the goal is a complete, inte- 
grated budget system or a more limited 
application of budget practice such as 
a cash forecast, the advice and assist- 
ance of a public accountant may mean 
the difference between successful at- 


tainment of the objective and some-. 
thing less satisfactory. 


Tax work. The Federal income tax 
law and the many state laws patterned’ 
upon it aim at taxing the income of 
the corporate or individual taxpayer. 
Determination of the income subject to 
taxation is an accounting function, and 
public accountants have long been ac- 
tive in this field. From the beginning of 
Federal income taxation, independent 
public accountants have found this to: 
be an area in which their training and 
talents are extremely useful. Taxpayers 
too, whether corporate or individual, 
have found that an experienced public: 
accountant can do much to alleviate 
the burdens of preparing and filing i a 
come tax returns. | 

The accountant’s potentialities fo 
service extend beyond the preparation 
of returns, however. Because of special 
features of the income tax law and 
regulations, many transactions whi 
appear profitable and beneficial a 
actually of doubtful value to a tax- 
payer. Sometimes the transaction shoul 
be modified, sometimes postponed o 
advanced, and in some cases avoided 
The average businessman, beset om 
every side by a host of managerial prob- 
lems, can rarely keep abreast of income 
tax developments. And yet the tax im; 
plications in impending business trans+ 
actions may be extremely serious. This 
situation leads naturally to reliance! 
upon public accountants for advice as 
to the desirability of carrying through 
proposed transactions. The account: 
ant’s familiarity both with business 
practices and with income tax compu: 
tations places him in an enviable posii 
tion to offer sound advice on sus 
matters. 


| 
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_ Many businessmen therefore find it 
desirable to retain the services of a pub- 
lic accountant not only for preparation 
of annual tax returns but also for busi- 
“ness advice on the desirability of vari- 
"ous ventures throughout the year. 
_ Not all public accountants are 
equally well trained in every field of 
service discussed here. A sole practi- 
tioner would be an extraordinary per- 
‘son if he were to attain and then 
“maintain a position of excellence in all 
of these areas. As a general practice, 
however, public accountants associate 
themselves together and operate as 
firms. This plan enables a given firm 
to carry on its staff individual account- 
ants expert in each of the lines in which 
they offer their services. Thus many 
public accounting firms have a “tax 
department” and a “systems depart- 
ment” in addition to their “audit staff.” 
Some public accountants, because of 
a combination of natural aptitude and 
wide experience, develop in themselves 
a facility for discovering and coping 
with business problems considerably 
beyond the normal scope of an ac- 
countant’s work. These men not only 
become experts in accounting but with 
this background become experts in 
business also. There is much in the 
training and breadth of experience of 
a public accountant which tends to 
bring out one’s talents for business 
analysis and judgment, and account- 
ants who qualify in a very practical 
Way as experts in general business 
problems are much less rare than might 
be expected. Here, then, is another 
field of potential and actual service to 
business. Many enterprises find it to 
their advantage to retain the services 
‘of a public accountant throughout the 


year for counsel and advice on a wide 
variety of business problems. 


Compatibility of Public Accounting 
Functions 


In the preceding paragraphs it has 
been pointed out that an independent 
public accountant serves the business 
community in two quite different re- 
spects. First, he stands as an intermedi- 
ary between the producer of financial 
data and the consumer of those data 
and either assures the latter that the 
data received are reliable or points out 
their defects and limitations. In this 
capacity he must of necessity maintain 
an attitude of independence in order 
to fulfill his obligations to all parties 
at interest. Second, he holds himself out 
as an expert accountant, competent 
and ready to assist management in the 
solution of various problems. In this 
second capacity there is no require- 
ment for the independence so essen- 
tial in the first. 

Almost inevitably, however, the ques- 
tion arises as to whether an independ- 
ent accountant can satisfactorily serve 
a single client in both capacities. Can 
he, for example, offer advice on tax 
and business matters and at the same 
time maintain true independence in 
the review and certification of financial 
statements? 

The independent public accountant 
can and does serve satisfactorily in both 
these capacities. Several factors con- 
tribute to the success with which the 
professional accountant fulfills his obli- 
gations while serving in these somewhat 
contradictory capacities. Probably most 
important is the fact that from the time 
he first studies verification methods and 
practices, the necessity for independ- 
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ence is kept constantly before him. Its 
importance, methods ‘of attaining it, 
and the unhappy results of compro- 
mising it are instilled into his conscious- 
ness so thoroughly that they become as 
much a part of his professional char- 
acter as his expertness in accounting. 
One of the great services which profes- 
sional accounting organizations perform 
is to police their membership on this 
essential matter of mental independ- 
ence, as \well as on other ethical con- 
siderations. 

The nature of the firm organization 
is such that the maintenance of neces- 
sary independence is greatly facilitated. 
During the course of a year, several 
different staff members and often more 
than one principal serve the client in 
the performance of various duties. 
Without conscious effort the verifica- 
tion function is almost automatically 
separated from the giving of advice. 
Individuals on the audit staff take 
care of the necessary verification steps 
and procedures; advice commonly 
comes from the tax or systems experts 
and is channeled through the principal. 
The only person who has an active 
part in both verification and advising 
is the principal, whose long experience 
and recognized standing are the great- 
est safeguards the firm has for the pro- 
tection of its professional independence. 

Finally, there is certain to be a real 
although somewhat indistinct division 
of clients into those who require little 
beyond the verification service and 
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those who are most interested in coun- 
sel and advice. Large companies fre- 
quently are able to include in their own 
organizations experts in tax accounting, 
systems, and internal control and there- 
fore turn to outside accountants more 
for examination of their financial state- 
ments than for business counsel. Be- 
cause managements are aware of thei 
quasi-public nature, or because of Se- 
curities and Exchange Commission 
requirements, these companies tend t 
include in their annual reports to stock 
holders 

i 


panied by the opinion of an independ- 


financial statements accom 
ent public accountant. Small companies, 
on the other hand, are not so likely t , 
require an auditor’s opinion. However, 
because they are unable to carry thein 
own experts, they tend to rely far more 
upon the professional accountant fo 
help with difficult problems and for 
advice on business and tax matters. 

The fact that public accountants 
have been able to carry on both func- 
tions with no lack of independence is 
indicated by the attitude of the Securi- 
ties and Exchange Commission. This 
agency, as evidenced by its various rules 
and releases, is well aware of the nee 
for independence on the part of audi- 
tors. However, there has never been 
any serious charge to the effect that th 
profession of public accounting has 
failed to maintain a satisfactorily inde. 
pendent position in its examination of 
financial statements filed with the Com 
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‘THERE IS GOOD REASON to believe that 
prefabrication is here to stay. However, 
it is not likely that we shall recognize 
_ this newest family of our modern in- 
_ dustry when it finally blossoms out in 
_ twentieth century dress ten to fifteen 
cars from now. Dozens of its offspring 
"have died prematurely, and last month 
~ Lustron, with the biggest capital invest- 
_ ment of all, succumbed. 

_ The career of this industry has been 
_ stormy and it is still in the formative 
stage, but a nucleus of stability is be- 
ginning to take shape. The Federal 
_ Housing Administration published a 
E list of 140 firms presumed to be active 
in the manufacture of prefabricated 
housing as of January 1, 1949. By 
' September, 1949, over a third of them 
had gone out of business, and of the 81 
_known to remain only 30 employed 50 
_ or more persons. Those companies now 
“remaining in business include, pri- 
_ marily, the old-line prefabrication firms 
a number of which got their start be- 
fore or during the war, and only a 
small group are newcomers. 

A year ago this industry’s bright 
| promise of cheap mass-produced houses 
' seemed to be dimming fast. Output, 
which had slumped to 30,000 units in 
1948, was sinking even lower in the 
early months of 1949. But in mid-sum- 
mer the trend reversed itself. By the 
end of 1949 the 85 firms active in 


| the industry had shipped some 35,000 
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units, only 2,000 fewer than the record 
number turned out in 1947. 

The foreclosure of Lustron, which 
made pastel-colored steel houses, does 
not disprove the possibility of building 
better housing at prices within the 
range of the mass market through 
greater use of factory production of 
units which enter into the assembly 
and erection of homes. Instead, it 
proves that greater industrialization of 
this industry must go hand in hand 
with the development of new financing 
and marketing methods. 

Prefabrication, which has been called 
a term that means many things to 
many different people, is gradually be- 
coming more sharply defined. Actually 
it is merely an extension of twentieth 
century industrial methods to larger 
and larger segments of the house. Such 
development will best be accomplished 
by a program which utilizes the know- 
how of existing distribution, construc- 
tion, sales, and financial institutions. 
When such a mutually beneficial pro- 
gram is developed, this new industry 
can become strong enough to take over 
the production job now handled by 
eighteenth century crafts methods. 

Ten months ago, President Carl 
Stranlund reported that the “break- 
even” point for Lustron was 35 houses 
a day (this was the production of one 
eight-hour shift, but the most economic 
use of the plant would be a three- 
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shift operation since the enameling 
furnaces must be kept at heat round- 
the-clock). To reach this break-even 
point would have required that Lustron 
capture | percent of the current annual 
house building market, or an amount 
equal to one-fourth of the prefabricated 
houses sold in 1949. Lustron reached 
only 28 houses per day. Explanation of 
the failure to exceed that rate is not 
simple but it can be simply summarized, 
as problems of financing, distribution, 
and price. 

Financing of the plant and produc- 
tion facilities is the first.phase of the 
financing problem of this new industry. 
Lustron borrowed $37,000,000 from the 
RFC to supplement $840,000 of equity 
capital raised through the sale of 
stocks. Other companies, such as Best 
Homes, Inc., of Peoria, have built their 
factories out of earnings and increased 
their production capacity as they grew. 
Mr. G. W. Best reports that their 
present production capacity is 2,100 
houses per year if only one shift is oper- 
ated, or 3,000 houses if a second shift 
is used during peak production. Reli- 
ance Homes, Inc., of Lester, Pennsyl- 
vania, has developed its organization 
first and used RFC capital to help in 
the second financing problem—namely, 
financing of the constructioh of the 
Mr: Harry Nagin of that 


“We can make our houses 


houses. As 
firm states, 
we can erect them in a 
hurry, but we can’t finance them in a 
hurry.” The great virtue of the factory- 
built house — speed of erection — cre- 
ates a new problem when it comes to 
mortgage financing. 


in a hurry, 


Even if the manufacturer is able to 
wait for his money until the home is 
sold, the dealer-erector must put up his 
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own money for the land and its im- 
provements, as well as for foundations; 
floor slabs, and erection labor at th 
site. Most dealers do not have that 
kind of money. To assist its dealers over 
this hurdle, Reliance has established 
revolutionary change by creating a sit 
development fund with some of its 
RFC loan. In order to keep the book- 
keeping straight, the dealer sets up 
separate subsidiary company to prepar 
the sites and erect the houses. Reliance 
headquarters at the factory advances 
the subsidiary sufficient money fro 
the fund to complete the site work. 
When the dealer gets his money at th 
closing of the mortgage, he pays his 
subsidiary for the site work and Reli- 
ance for the house. The payment the 
returns to the Reliance revolving fun 
to finance more site-erection costs. 
Improved marketing methods, the 
second of this industry’s major prob- 
can only be developed as th 
manufacturers develop houses designe 
and priced for the mass market. Pro- 
duction of such a house is essential 
before distribution methods can be de- 
veloped which are capable of absorb- 
ing more than “break-even” production. 
In the case of Lustron, this minimum 
unreached goal was 9,000 houses per 
year, but the $10,000 to $11,700 pric 
of that house apparently was not lo 
enough to attract the “stand in ling 
customer demand that builds distribu- 
tion organizations quickly. 
In 1948 the Federal Housing Ad 
ministration started to campaign for 
the construction of a larger proportion 
of low-cost houses. The ultimate goal 
was the production of a good $6, 00d 
house. As a result of this campaign, 
many prefabricated house firms de: 


lems, 
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signed new lower-cost houses. Most 


“manufacturers of prefabricated houses 
agree that the industry’s shift to cheaper 
houses gave it a new lease on life. 
Harnischfeger Corp., of Port Washing- 
_ton, Wisconsin, for example, reports 
that the upturn in its business last 
spring coincided with the introduction 
of an “economy house,” which sells 
for $5,500 to $8,500 without land (the 
‘price of the lot can, of course, vary 
widely but prefabs are usually built on 
lots costing less than $1,000). Previ- 
ously, this company had been making 
Cape Cod type dwellings in the $10,000 
to $15,000 price range. 
__ The proof of the possibilities of this 
“new industry can be seen in the growth 
_of National Homes Corp., of Lafayette, 
Indiana. In 1940 James Price founded 
this company with $1,700 of his own 
money and $10,000 of borrowed 
capital. A year and a half ago this firm 
started producing a low priced “Thrift 
Home,” and since then the increased 
production “and profit” has astounded 
everyone. Two sets of figures tell the 
story; in the fiscal year ending June 30, 
1949, National sold 2,163 houses and 
made a profit of $405,000. In the last 
half of 1949 the company sold 3,090 
houses for a net of $838,000. 
- National’s “Thrift Home” sells for 
$5,850 (in Lafayette) to $6,500, with 
lot and loan services but without range 
and refrigerator. However, Mr. Price 
says the price of the “Thrift Home” 
is not $5,850 but $300 down and $37 


a month for 25 years. He reports that 
the company has received 65,000 writ- 
ten inquiries from interested customers 
since the package price of the “Thrift 
Home” was announced. 

The 1948 Joint Committee on the 
Economic Report showed that the in- 
comes of American families are suf- 
ficiently high that over 85 percent of 
families in this country can afford a 
monthly payment of the amount stated. 
The preview of the 1950 census taken 
last year in Chicago showed that 
over 90 percent of the families of that 
metropolitan district can afford such 
payments. New houses priced at $37 
to $40 a month open up a whole new 
market. Once such a package price is 
made known, there are millions of 
families who will be interested if the 
quality of the house is good enough. 

This industry now has 30 good- 
sized firms which have weathered the 
storm for two or more years. They 
have learned the possibilities inherent 
in the low-income family market and 
they are developing their own capital 
for expansion. During the postwar pe- 
riod, mortality offset new members, but 
some day, not too far away, all these 
complicated new organizations and op- 
erations may be coordinated to take full 
advantage of twentieth century scien- 
tific know-how. When that happens we 
will see this new industry grow and 
take its. place alongside the highly 
skilled manufacturers now in the build- 
ing industry. 
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ON JANUARY 25 the revised Fair Labor 
Standards Acts! became effective. The 
major changes increase the minimum 
wage to 75 cents an hour (previously 
40 cents) and reduce the coverage 
somewhat. It is expected that a mil- 
lion and a half workers will have their 
wages raised directly as the result of 
this act and that an unknown number 
of others will get raises in order to 
maintain their customary wage differ- 
ential over the lower-paid workers.” 

The major arguments advanced in 
favor of increasing the minimum wage 
to 75 cents (and even beyond) were as 
follows: * 

1. At least 75 cents an hour is neces- 
sary to provide a worker with a sub- 
sistence budget. 

2. Raising the minimum wage will 
provide the purchasing power to stave 
off any threatened slump in business. 

3. A “realistic” minimum is neces- 
sary to serve as a bar to unfair compe- 
tition by employers who pay less than 
“fair” wages. 

Occasionally, a proponent would 
mention the need of increasing the 


* Public law 393 of the 81st Congress. 

“Estimates of the number thus indirectly 
affected range from “all workers” to “very 
few.” No estimate can be very accurate but 
the consensus seems to be that indirect 
raises will result for fewer than 5 million. 

* These are taken from the House hearings 
on the bill. Hearings before the Committee 
on Education and Labor, 81st Congress, Ist 
session on HR2033, a Bill to Provide for the 
Amendment of the Fair Labor Standards 
Act of 1938 and for other Purposes, Jan. 27, 
23 pol PED. 1G e256 4 2andi 5. 1949s 


minimum wage because of the rise i 
the cost of living. This argument wa 
not pressed, however, in view of th 
fact that the minimum wage had i 
creased 200 percent from 1938 to 194! 
whereas the cost of living index ha 
risen from 101 in 1938 to 117 in 194 
(when the 40-cent minimum becam: 
substantially effective), and to 169 1 
February, 1949. A more effective ar, 
ment would have been that the nation: 
income had increased from $67.4 bi 
lion in 1938 to an estimated $221.) 
billion in 1949, an increase of 22 
percent (Survey of Current Business 
July, 1947, National Income Supple 
ment; March, 1950). 

Those who opposed raising the mini 
mum used the following reasoning: 

1. Raising the minimum would n 
benefit the individual, because price 
would rise correspondingly and wip: 
out the purchasing power of the i 
crease. 

2. The result would be inflation ans 
a certain cause of mass layoffs, on i 
the downswing of a cycle started. 

They also used a series of time 
honored stereotypes, such as: 

“It would destroy free enterprise.” 

“Government would soon control ai 
phases of the employer’s business.” 

“The government would lose revé 
nue because of the reduction of busi 
ness profits.” | 

“It would result in increasing gov 
ernment bureaucracy and creating 
new horde of government employees.’ 

“It destroys local regulations whic] 


| 
} 
4 
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re necessary to take peculiar local con- 
itions into account.” 

_ “Wage levels are established by the 
aws of economics and cannot be estab- 

lished by laws of Congress.” 

_ “Any law limiting a man’s right to 


_he sees fit constitutes a serious infringe- 
“ment on his liberty.” 
t Just what weight these particular 
arguments had is impossible to say. 
Nor can one tell how much real social 
and economic analysis went into the 
- decision made by the 81st Congress. 
Nevertheless, the decision was made, 
_whether by economic reasoning, politi- 
cal pressure, or pure hunch. In view 
of this action, the assumption is that a 
- majority of the people want a mini- 
mum wage. Therefore it is worth while 


to consider what issues remain to be 
discussed and settled.* These, in ad- 
dition to the issue of coverage, seem 
to be: 
1. The standard to be used for de- 
termining the level of the minimum. 
2. What to do about those who can- 
“not “earn” the minimum. 
3. What to do about firms or indus- 
tries that cannot afford to pay the 
minimum. 


Standards for Determining the 
Minimum Wage 


How should the amount of the mini- 
mum wage be determined? The issue 
here is primarily one of how much and 
for how many. The latter is perhaps 
the more troublesome point. This is a 
‘question of whether the minimum 

*A detailed discussion of the arguments 
pro and con would be interesting, but must 


be passed over in the interest of presenting 
the important issues now facing us. 


should be set in terms of one person, 
a married couple, or a married couple 
with children. If for a single person, 
should the minimum be in terms of a 
man or a woman, for one supporting 
himself, or for one living at home? If 
the minimum is set in terms of a family 
unit, how many children should such 
a unit include? Possibly this might be 
in terms of a number sufficient to re- 
place the parents, which means two 
plus children —a rather awkward 
standard. 

It is not enough to say that the 
single-person standard is sufficient, re- 
lying on those who earn above the 
minimum to provide the future popu- 
lation. Wages just have not formed the 
habit of distributing themselves in ac- 
cordance with need. Single persons will 
not necessarily be the ones who get the 
low wages. Probably a good guess 
would be that the people who get 
caught in situations where they must 
take whatever wages are offered are 
those with family responsibilities, who 
cannot afford to take the chance of 
throwing up their jobs and looking for 
better terms elsewhere. The core of the 
working force is men with family re- 
sponsibilities (or those who are looking 
forward to assuming them). At the 
very least it would appear that the 
minimum wage should be adjusted to 
the needs of a married couple. 

The other problem involved here is 
the standard of living to be permitted 
for the “unit” receiving the minimum. 
This depends on three factors: one’s 
social philosophy concerning the stand- 
ards of equity in the distribution of the 
social income; one’s economic reason- 
ing concerning the effects of wage 
levels on the level of economic ac- 


tivity; and the productivity of the 
nation’s economic machine. 

Most of us would wish each and 
every person to have a high standard, 
a truly American standard of living — 
if this did not affect our own standard 
too much. The absolute minimum 
should be that of subsistence, a term 
which in itself is hard to define and 
just as hard to translate into dollar 
terms. Society can hardly have any 
right to obtain a good at less cost than 
this. We cannot expect the consumer to 
be subsidized by the lives of workers. 
In reality, the consumer ought to pay 
for a decent living for the worker or go 
without the goods. With our current 
social philosophy and with a produc- 
tive system which has not yet reached 
its full capacity, a minimum standard 
much above bare subsistence is prob- 
ably not feasible. Perhaps, then, a good 
working basis for the moment, from 
this point of view, is bare subsistence. 
The temptation is to think of subsist- 
ence in charity terms. This should not 
be done. What is under consideration is 
our society’s view of what standard it 
shall place on the allocation of labor 
and other resources in the production 
of goods. 

From the economic point of view 
also, the desirable minimum isnot easy 
to determine. Considerable disagree- 
ment exists as to the effect of a high 
minimum wage on the economy as a 
whole, from the point of view of both 
cyclical stability and long-range prog- 
ress. In the case of cyclical stability the 
issue arises because wages have a 
double effect on business prospects, a 
discouraging effect in that they are 
costs and an encouraging effect in 
that they are purchasing power. Just 
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whether they encourage the economy 
more than they discourage it depends 
on circumstances and the state of the 
cycle. Surely, cutting wages during de- 
pressions has not seemed in the past te 
have helped matters much. Whether 
maintaining them at relatively hig 
levels will prove better policy is a moot 
question. 

There is some point at which th 
minimum would be too high for busi- 
ness prospects, just as the past has 
shown that there is too low a level. 
Careful consideration of the optimum 
point is therefore necessary. We have 
not been able to arrive at an acceptabl 
theoretical concept of the proper mini 
mum wage which would lessen cyclical 
unemployment. Nor does such a de 
velopment seem likely. Moreover, very; 
few would assert that merely setting: 
a proper minimum wage will eliminate: 
the cycle. The conclusion seems inevi- 
table — other ways and means must be 
sought to avoid the cycle. Such a con- 
clusion would mean that we could 
virtually eliminate this issue in our 
consideration of the minimum wage, so 
long as the minimum wage is not set at 
an extremely high or low level where: 
the inflationary and deflationary effects: 
would be obvious, letting our decision) 
rest more on social than on economic} 
grounds. In fact, the problem of the: 
minimum wage appears to be more a 
social problem than an economic one, | 
although most discussion in the past 
has been on economic grounds. : 

As for long-run progress, important 
differences of opinion also exist. Those 
who wish higher minimums argue the 
need for redistribution of income to 
promote more spending at the expense 
of saving. Those who oppose higher 


minimums insist that we need more 
aving in order to create more capital 
goods. Our decision on minimum wages 
thus hinges in part on whether the 
“economy needs more saving or more 
“spending — and, if the answer is 
“saving,” on whether progress at the 
_ expense of socially acceptable standards 
“for the lowest-paid workers is worth 
_ while. 

‘ Important, too, is the question of 
whether we produce enough goods to 


uate is 


_ provide a minimum of subsistence, at 
é least, for all our population, without 
~ reducing all to such a level. Obviously, 

_if we do not have the goods there is no 
: ‘need to talk about the matter at all. 
- From what we are led to believe, there 
is enough for all in America. There 
seems no reason why anyone whose 
work is wanted at all cannot obtain 
_ enough goods for his work to provide 

“him subsistence — and more. The issue 
really is: Are we willing to share? 

All in all, it appears that the stand- 
ard of setting the minimum wage 
should be a fairly generous one. Ab- 

solute equality or anywhere near it is 
not necessary and may not even be de- 
sirable. Nor does it appear that our 
present standard of 75 cents is overly 
generous. This level means an income 
of $1,560 a year (if the worker works 

40 hours 52 weeks of the year). The 

city workers’ family budget for the 
United States Bureau of Labor Sta- 
tistics, which provides a “necessary 
_minimum”’ standard and allows for no 

savings other than life insurance, would 

have cost in November, 1948, for a 

family of four, $3,064 in the lowest-cost 

city, New Orleans, and $3,579 in the 
highest-cost city, Seattle, Washington. 

In Chicago, the cost was $3,435. The 


; 
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median cost was $3,438.° The WPA 
emergency budget, which provided a 
level of living sufficient only for tempo- 
rary subsistence for a family of four and 
which, if maintained over a long period 
of time would result in grave danger 
to health, would have been $1,961.69.° 
Surveys by ten states and the District 
of Columbia of the minimum adequate 
budget for a working woman with no 
dependents showed in December, 1948, 
a figure of $1,554.21 for Massachusetts, 
the lowest-cost state, and $2,499.88 for 
Washington, the highest-cost state. The 
Massachusetts figures, however, are not 
comparable in that no allowance was 
made for taxes, private insurance, or 
savings, items which constituted about 
20 percent of the budgets of other 
states. The second lowest figure was 
$1,869.62 (Oct., 1948) in Colorado. 
The median amount was $2,101.73." 
This budget thus means too low a 
standard for health, efficient produc- 
tion, or for a stable social and political 
outlook. Any lower income — possibly 
even this one — would mean that the 
recipient would have to get aid from 
somewhere, family, charity, crime, or 
vice. For married couples it would 
mean that both must work —to the 
detriment of the family life we seem to 
feel essential to our way of living. One 
of the things we thus must decide is 
whether we want married women to 
work. A low minimum wage indicates 
that we do. Should a man earn enough 
to support his family, permitting his 


wife to stay home and “keep the 


® Cited in testimony of Miss Vera Misser, 
Research Associate of Amalgamated Cloth- 
ing Workers CIO in the Hearings, op. cit., 
jo Masjile 

ibid pa2o2- 

Tbtd.. Dp. 293: 


home,” or should we base our ideas on 
the belief that both should work? This 


is an important social issue. 


The Problem of Substandard 
Workers 


Wherever the minimum may be set, 
a problem immediately arises: What 
shall we do with those who cannot 
“earn” the minimum? These are the 
young, the inexperienced, the handi- 
capped, and the incompetent. The 
higher we set the minimum, the larger 
this group will be. To set a minimum 
low enough that employers will see fit 
to hire most of these substandard 
workers would make the minimum 
meaningless. To force an employer to 
hire them at a loss does not seem right. 
To throw them on relief without get- 
ting from them the products they are 
capable of turning out seems needless 
economic waste, to say nothing of the 
social undesirability of maintaining 
large numbers on relief. The problem 
of the young, the learners, and the 
handicapped is now handled with 
reasonable but far from perfect ef- 
ficiency. Certificates of work, limitation 
on the number of learners hired by an 
employer, and the length of the learn- 
ing period provide employment oppor- 
tunities for these groups at less than 
minimum wages.* This situation, in 

*The number of workers involved varies 
with economic conditions. With a minimum 
wage of 40 cents far below prevailing wages 
few applications have been received re- 
cently. In 1947, there were only 56 applica- 
tions for learners and 270 for the employ- 
ment of handicapped workers in private 
industry. In addition there were granted 
certificates for 7,200 handicapped in char- 
itable, non-profit institutions and 7,085 in- 


dustrial home worker certifications in 7 
industries in which work is restricted (An- 
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this status rather than work, for we 


effect, recognizes that the standard for 
the minimum should be above that at 
which the least efficient worker wiil be 
employed. Any lower wage necessa 
to employ such groups is thus treate 
as an exception and must be justifie 
by the employer. 

The really serious issue in this re 
spect is the incompetent worker who: 
cannot qualify as young, as a learner, 
or as physically or mentally handi- 
capped. To allow these persons to work 
on certificate would invite wholesale 
abuse. Claims by employers for excep- 
tions from the minimum wage because: 
certain workers could not “earn” the: 
minimum could be expected in large: 
number. No administrative agency, 
could possibly determine the justice of 
the claims. To put such workers on ai 
“dole” would invite many to accept! 
could hardly provide less than bare: 
subsistence unless we wished to adopt a: 
policy that such people should be ruth- | 
lessly eliminated. 

The real answer lies in finding out} 
why these people cannot produce: 
enough to deserve at least a subsistence: 
wage. The causes, in addition to dis-: 
ability (due to old age, sickness, injury, 
and mental disability), seem to be: 
poor education, lack of job training, 
and poor health; the last is probably | 
the result of poor nutrition and housing 
or poor health habits. A real issue in- 


nual Report, Secretary of Labor, 1948, 
passim). Approximately 800,000 certificates 
for under-age workers were granted in 1947 
and 1948 (Annual Report, Wage & Hour 
and Public Contracts Division, 1949, p. 23). 
How many of these were for part-time or 
short-term jobs is not indicated, nor is in- 
formation available as to the wages received 
by these young workers. 


volved in setting minimum wages is 
thus: Are we prepared to provide 
better general and vocational educa- 
‘tion, better housing, and better medical 
care so that a realistic minimum wage 
_is feasible?? A possible alternative is a 
government offer of employment to all 
~ who cannot find a job in private em- 

ployment — at a rate below the pre- 
_ vailing rate of wages, perhaps at the 


_ minimum.” It is apparent that this is 
4 


_ been given little attention and which 


an unsolved issue which seems to have 


a fs ; 2 
- deserves serious consideration. 


- 
yS 
3 The Problem of Substandard 


Businesses 


_ A similar problem exists in the case 
of those firms or industries which can- 
not pay the prescribed minimum and 
remain in business at a profit. The 
_ present minimum has been defended 
on the grounds that it would not affect 
many firms adversely, which is prob- 
ably true in that many industries which 
_ would be affected have been exempted. 
But with a more generous minimum or 
a wider coverage the problem would 
arise. 
Two different situations are involved. 
First, that of a whole industry which 
now pays below the minimum (and 


°It should be noted that there is often 
also a problem of moving people from sur- 
plus labor areas to deficit labor areas where 
their services would be ‘“‘worth more” to the 
employer. 

*” This proposal might also be better than 
unemployment insurance as a means of pre- 
venting the disaster of long layoffs. However, 
it would obviously play havoc with govern- 

ment wage scales and efficiency and would 
create a problem of finding suitable govern- 
ment projects. 


ISSUES IN MINIMUM WAGES 35 


may be unprofitable even so) .1* Among 
those industries which assert their in- 
ability to pay even 75 cents (though 
not for all employees) are retailing, 
grocery wholesaling, ice manufacture, 
and lumbering. Raising the minimum 
will affect the costs of these adversely. 
At the same time the increased pur- 
chasing power cannot be counted on to 
be returned to each industry in the 
volume necessary to permit it to re- 
cover its increased costs in either higher 
prices or larger volume. An increase in 
wages might well make the continued 
existence of such an industry precari- 
ous or even impossible. 

It is questionable whether any in- 
dustry deserves to survive if it can do 
so only by the payment of what society 
deems to be substandard wages. To do 
so really amounts to the worker’s sub- 
sidizing the consumer. Theoretically, 
our economy is set up on the basis that 
the efficient will be able to command 
the resources, including labor, and that 
thus the primary function of an econ- 
omy —the allocation of scarce re- 
sources to the best uses— will be 
achieved. Our system does not contem- 
plate that products which have lost 
out in consumer desire should be main- 
tained for their own sake. Older writers 
used to rejoice at the prospect that an 
efficient producer, an efficient process, 
or a superior product would drive out 


* A casual inspection seems to indicate 
that the industries with high pay scales are 
profitable and those with low pay scales are 
not. This, of course, does not prove the 
profitability of high wages but probably in- 
dicates that profitable industries can afford 
to pay high wages or that when higher-than- 
normal profits are made, if competition 
among the producers does not reduce the 
level of profits, the workers will demand and 
obtain higher wages. 
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the less efficient. It was not thought 
desirable that the less:desired product 
should be able to survive by getting the 
factors of production for less than was 
paid by others. 

Since competition of the superior 
product for scarce factors can no longer 
(if it ever did) give the optimum al- 
location of resources by driving out the 
inferior, because of the geographical 
and occupational immobility of the 
factors, perhaps we ought to re-exam- 
ine the whole process by which re- 
sources are allocated. This is a subject 
too broad for the present discussion. 
Nevertheless, it is time to decide 
whether the reallocation of resources 
ought to be slowed down by the possi- 
bility of paying wages below a return 
which is deemed decent by the com- 
munity. It does not seem reasonable 
that any product should exist if it can 
do so only by the payment of “below 
standard” wages. If such an industry 
is considered desirable (because of 
military necessity, for example) some 
other means of subsidizing it should 
be found. 

Second, there is the problem of the 
unprofitable producer within an in- 
dustry which in itself is profitable. Here 
there is even less of a case for continu- 


¢ 


ing an inefficient producer through the | 
medium of low wage payments. No one! 
has an inalienable right to stay in busi-- 
ness, certainly not by being subsidized | 
by his workers. Moreover, many who} 
feel they could not continue if forced. 
to pay high wages would find they: 
could do so if their competitors were 
also forced to pay higher wages. Nev- 
ertheless, every increase in the min- 
imum is likely to push some employers 
to the wall. The resulting dislocation 
is serious enough to demand that neces- 
sary changes be made gradually. 

There are thus many issues yet to be | 
settled and the answers are far from 
clear. The “economic” answer may be_ 
different from the social one, and some — 
compromise between these two answers 
may be necessary. It is obvious, how- | 
ever, that we have never really got at 
the basic issues of the minimum wage 
and that we appear unwilling to do so. | 
Until we do, it is unlikely that we will 
do more than stumble from one tempo- 
rary expedient to another. 


“The similarity between their problem | 
and that of the worker faced by tech- | 
nological displacement is obvious. Anyone | 
who objects to labor opposition to new in- | 
novations (as is quite proper) should also | 
object to employers’ cries for the necessity | 
of below-minimum wages as a means for 
survival. 


Communication 


“Should the United States Return to a 
Full Gold Standard?” 


_ IT WAS INTERESTING to read the article 


by Dr. Russell M. Nolen on the sub- 


_ ject: “Should the United States Re- 


turn to a Full Gold Standard?” [Cur- 


rent Economic Comment, February, 


~ 1950] 


There can be little disagreement with 
the first part dedicated to the presen- 
tation of the issue of a gold coin stand- 
ard versus our present monetary system. 

Departure starts when Dr. Nolen 
presents his conclusion and recommen- 
dations. 

On page 22, Dr. Nolen says: “The 
Federal Reserve system is entrusted 
with the power to manage the mone- 
tary system for the best interests of the 


_ people. To allow people to withdraw 


gold on demand might deprive the 
Federal Reserve banks of their flexi- 
bility to maintain and expand the 
volume of money... .” 

Judging by the word “entrusted” in 
the above statement it might be as- 
sumed that the Federal government is 
nothing but a trustee of the people’s 
money and that the money is funda- 
mentally not that of the Federal Re- 
serve System but rather that of the 
people. 

People do not withdraw their money 
or gold, which should be its basic 
equivalent, unless they become dissatis- 
fied with the trustees. Dr. Nolen would 
apparently not accord our people the 
privilege of showing their dissatisfac- 
tion with monetary trustees that glibly 
tolerate deficit financing and increas- 


ing mountains of debt. It is only by the 
right to ask for gold that people can 
bring about a sane administration of 
policies affecting their property in the 
form of money. 

The other point bears on_inter- 
national trade. A sentence by Dr. Nolen 
reads: “Obviously it would be good for 
international trade and investments to 
have stable exchange rates.” 

This laudable 
nately is offset by the following: “But 


statement unfortu- 


stable exchange rates cannot be 
achieved without stable prices, stable 
trade, and stable governments in the 
trading nations.” 

Nothing could be more contradictory 
than that assertion to any one engaged 
in world trade. 

A stable exchange rate is attained by 
a nation’s desire to have its monetary 
unit expressed in a right to a definite 
quantity of an internationally valued 
product, such as gold. 

While Export Manager over a period 
of twenty years with the Automobile 
Manufacturers’ Association, I found 
that price reductions resulting from 
greater efficiency and greater output 
per man hour were highly to be wel- 
comed as they brought automobiles 
within better buying reach of the two 
billion people in the world. These bene- 
fits are not achieved by any “frozen” 
price system. 

In conclusion, may I say that the 
issue is one of restoring to the people a 
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title to their money in a manner where- 
by it acquires a worth in a fixed amount 
of gold for the holder, anywhere, any 
time. 

If you work toward having honest 
money restored in the United States, 
and thereby stimulate similar actions 
in other countries, it should not be long 
before we would again have a kind of 
commerce dependent on _ individual 
efforts and not on charity handouts at 


the expense of the American taxpayers. 
It may be assumed that your publi- 
cation is dedicated to presentation of 
both sides to a question as important as 
this one is to the millions of Americans 
normally engaged in foreign trade. It 
is hoped these observations may be use- 

ful to you in such an endeavor. 
GeorcE F. BAUER 


Vice Chairman, International Section 
New York Board of Trade, Inc. 


Modern Life Insurance. By Robert I. 
Mehr and Robert W. Osler (New 
York: The Macmillan Company, 
: 1949, pp. xii, 769. $5.00) 

es 


aw 


_ It’s not often that an old college 
_ teacher finds a new text which gives 
him the feeling of wanting to jump up 
and shout “Hurrah!” Such was the re- 
‘ action which this reviewer had from 
his reading of Modern Life Insurance, 
by Mehr and Osler. If asked to give 
reasons for his enthusiasm, he would 
mention: (1) the refreshing style in 
_ which the book is written, a style which 
_ should appeal to the college students 
to whom it is addressed; (2) the in- 
clusion of several subjects which 
broaden the scope of the text and 
greatly increase its field of usefulness 
to the student; and, closely related to 
_but somewhat different from the previ- 
ous reason, (3) the courageous discus- 
sion of semi-hush-hush topics (such 
as some very forthright comments rela- 
tive to the all too prevalent practice 
_of “net-cost selling”). 
Other features which help to set the 
- book apart are: (4) the multitude of 
footnotes which add greatly to the 
'teachability of the text; (5) the large 
“number of arithmetic illustrations, 
which are usually presented in tabular 
form for ease in comparison; and 
_ (6) the almost constant emphasis upon 
life insurance as a living instrument 
for the solution of many human prob- 
lems.: 

One unique feature of this text is an 
eleven-page glossary, filled with work- 
able definitions of practically every 
technical term or abbreviation that the 
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reader is likely to encounter in life in- 
surance literature. This should be of 
great assistance to the student in under- 
standing some of the professional jar- 
gon. It was surprising to note that 
“conditional receipt” was omitted, 
whereas “binding receipt,” which ac- 
cording to the definition does not ap- 
pear to be “binding,” was included. 

Modern Life Insurance follows a 
logical outline by devoting the first 
seven chapters, after the Introduction, 
to an analysis of “The Product,” in- 
cluding Types of Contracts, The Con- 
tract, Insurance Law, Industrial In- 
surance, Group Insurance, and Pension 
Plans. The next section, “Ihe Cost? 
deals with Selection of Risks, Premium 
Rate Computation, and _ Financial 
Management. The section on “The 
Market” is the most outstanding part 
of the book, giving remarkably com- 
plete and thorough coverage of indi- 
vidual, family, business, and estate and 
taxation needs for life insurance. For 
example, in the chapter on individual 
needs it is pointed out that every man, 
regardless of his family situation, has 
a use for a clearance or clean-up fund, 
old age income protection, a savings or 
investment fund, a credit fund, and a 
bequest fund. 

The last two sections of the book 
deal with Life Insurance Companies 
(Types of Carriers, Variations among 
Companies, Home Office Organization, 
and Field Organization) and with the 
Life Insurance Industry (Size and 
Scope of the Industry, Historical De- 
velopment, Regulation, and Social 
Values of Life Insurance). Specimens 
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of a policy, an application, and an 
agent’s contract are réproduced in the 
appendix. 

One of the many features which ap- 
peal to this reviewer is a discussion of 
the best uses and limitations of each 
of the standard types of contracts. In 
each case, the authors emphasize that 
the limitations spring from the misap- 
plication of the contract, not from any 
inherent flaw in the contract - itself. 
Moreover, the “needs” are not dis- 
cussed in the abstract; instead, sug- 
gestions are made as to “The Policy 
to Use” to meet each need. Frequent 
tabulations are presented for the pur- 
pose of comparing various types of 
policies in relation to given needs. 

The chapter on Variations Among 
Companies is especially strong. Here 
the practice of “selling on the implica- 
tion that future net costs will be compa- 
rable to past history or projected sched- 
ules” comes in for the strong censure 
that, in the opinion of this reviewer, it 
deserves. Later on, the authors revert to 
the same subject and point out that 
“true net cost is something which can 
be determined only when the final pay- 
ment has been made by the insurance 
company under the terms of the con- 
tract.” 

Mehr and Osler clinch many, of their 
points with homely illustrations which, 
although not high-brow, certainly 
achieve their purpose. A good example 
is the last sentence in the following 
paragraph: 

Company prominence. The prominence 
of a company is often given consideration 
by the public when choosing a company 
from which to buy. Prominence indicates 
that the company is well advertised and 


well represented. It indicates little more. 
It is well for the prospective buyer to re- 


member that there are substantially more 
than 500 life insurance companies in th 
United States alone, and that the averag 
layman does well to name more than half 
a dozen. It certainly would be fallacious to 
say that those he cannot name are not 
sound. It would be much the same as say- 
ing that all persons who make up the total 
population outside those a man can call by, 
name are not worth knowing. 

There is little to criticize adversely. 
A number of minor errors, though ir-- 
ritating, in no way detract from the: 
general excellence of the book. In fact, 
the only serious objection by this re- 
viewer pertains to the discussion of the 
reserves, and on this point all the text- 
book authors seem to be arrayed against 
him. Mehr and Osler agree that the 
reserves are a liability, and yet time 
and again they refer to reserve “funds.” 
It would seem that a “fund” could only 
be an asset to the holder. Of course, 
there may be liability in connection 
with the fund, but the fund will be on 
one side of the balance sheet and the 
reserve liability will appear on the 
other side. 

Here are two statements typical of 
those to which objection is made. First, 
“. . . the cost of handling a policy loan 
is higher than the cost of handling 
other types of reserve investments” 
(p. 175). There may be asset invest- 
ments, but does not an investment of 
a liability border almost upon the 
miraculous? Again, “The death benefit 
from any permanent policy form is 
made up of (a) a return of the re- 
serve. . .” (p. 67). The death benefit 
may be made up of assets which are 
held to offset the reserve liability but 
it cannot come from the reserve lia- 
bility. 

This criticism is based on the re- 


viewer’s opinion that the reserves are a 
diability of the life insurance company. 
If such is the case, then he suggests 
_ that authors cease trying to pay death 
claims with company liabilities if, in 
most cases, the word “liability” is in- 
 serted immediately after the word “re- 


3° 


Modern Life Insurance does not 
stand alone in its field, but Mehr and 
Osler are to be congratulated on hav- 
ing made a most worth-while addition 
Z to the text literature in the field of life 
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Air Transportation. By G. Lloyd Wil- 

Z son and Leslie A. Bryan (New 
York: Prentice-Hall, Inc., pp. ix, 
665. $7.65) 

The field of air transportation has 
‘long needed a comprehensive general 
treatment. Wilson and Bryan are su- 
premely equipped to perform this task 
and their combined product is an ex- 
cellent introductory textbook. In ad- 
dition, this volume will also have a 
wide appeal to airline personnel, to 
airport operators, and to the general 
“public. It reflects the many years of 
teaching and writing which both 
-authors have done in this and allied 
transportation fields and presents a 
tremendous mass of facts in well-organ- 
ized form, in terminology intelligible 
to the veriest layman, and in a style 
which makes interesting and, at times, 
absorbing reading. 

_ The principal purpose of the authors 
was to introduce students “to the air 
transport industry and to present that 
industry’s many facets as a foundation 
for the continual study of those aspects 
in which they are particularly inter- 
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ested.” This objective has been ful- 
filled in thirty-four balanced chapters, 
grouped into three well-differentiated 
sections. 

Part I sketches the evolution of and 
describes the present status of the ma- 
chinery, facilities, and intrumentalities 
of air transportation. It begins with the 
long history of man’s efforts to master 
the air; traces the development of the 
various types of aircraft; discusses air- 
port operation, management, and traf- 
fic control; and describes the civil 
airways system traffic 
regulations. 

Part II, the bulk of the volume, is 
devoted to commercial air transporta- 
tion. Three chapters describe the do- 
mestic airline system, including its 
feeder, non-scheduled, and _ interna- 
tional aspects. Seven more chapters dis- 
cuss the passenger, mail, and cargo 
services. These are followed by a series 


and airway 


of single-chapter discussions of various 
phases of airline transportation, includ- 
ing tariff publication, carrier liability, 
safety, insurance, accounts and records, 
and employee and public relations. One 
chapter discusses miscellaneous flying 
services, such as crop dusting and aerial 
photography. Finally, the last three 
chapters in this section describe and 
discuss the airline transportation sys- 
tems of other countries. 

Part III is concerned with the regu- 
lation of air transportation and avia- 
tion by local, state, and Federal agen- 
cies of government, the regulation of 
international air transportation, and 
Federal aid to civil aviation. 

This summary of contents indicates 
the breadth of scope of the volume and 
the organizational ability of the au- 
thors. In addition, the book is exceed- 
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ingly well set up and is eminently 
presentable and readable. The tone is 
thoroughly objective. The authors take 
no sides on management practices or 
governmental policies. The underlying 
theme is that transportation by air will 
complement rather than supersede 
other modes of transport and that the 
net changes in the entire transportation 
system, as a result of the development 
of aviation, will be both gradual and 
modest. 

The major defect of the book is that, 
in many respects, it is already out-of- 
date. This field is highly volatile, as the 
authors themselves have taken care to 
point out. It is therefore extremely dis- 
concerting to find, in a book released 
only last fall, some chapters which end 
in terms of two or even three years ago. 
On the substantive side, this volume 


fails to discuss such significant develop- 
ments as the rise of aircoach airline 
service, the re-evaluation of the feeden 
airline concept, the certification of all- 
cargo carriers, and the decline in per- 
sonal flying. The references at the end: 
of each chapter similarly fail to in- 
clude the studies of recent years, among 
them the economic and _ planning 
studies of the Civil Aeronautics Ad- 
ministration. Since there is no question 
that the authors are fully aware of 
these and other recent developments, 
the most likely explanation is that of a 
sizable lag between the writing and 
publication of the book. One can only 
hope that a revision or supplement will 
soon be forthcoming which will obviate 
this defect in an otherwise excellent 


piece of work. WILFRED CaARSEL 
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